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Department of Commerce and Labor, 

Bureau of Corporations, 

WaahiTigton^ May 4, 1908. 

Sir : I have the honor to submit herewith Part I of the report on 
the operations of cotton exchanges, made in accordance with House 
resolution No. 795, of February 4, 1907. 

This part deals with cotton-exchange methods of determining dif- 
ferences in price between various grades of cotton in connection with 
future contracts. Subsequent parts will take up the matter of classi- 
fication of cotton, the range of grades, and effects of exchange rules 
and other conditions upon the price. 

" Future " transactions in cotton provide for delivery at a distant 
date instead of for immediate delivery, as in the case of so-called 
" spot " transactions. 

There are .two great cotton exchanges in this country. New York 
and New Orleans, where organized future dealings are conducted. 
All future trading on both these exchanges is in so-called " basis " 
contracts — that is, contracts which permit the delivery of a number of 
" grades " of cotton on one contract. The seller of this contract may 
deliver thereon any grade he chooses within the range prescribed by 
the exchange. The buyer has no option. The proper theory of a 
basis contract, however, is that all grades shall be deliverable at prices 
which will make them commercial equivalents of each other. Cotton 
is graded substantially on its color and on the amount of leaf and 
other foreign matter, all materially affecting its market value. At 
the time that this investigation started, 30 grades were deliverable 
on contracts of the New York Cotton Exchange, later reduced to 18 
grades, chiefly by cutting out intermediate grades, with little re- 
duction in the extreme range. The range of grades deliverable at 
New Orleans is nominally about the same. " Middling " cotton is 
always the basis grade, the grade for which the price is fixed by the 
parties to the contract. The prices at which other grades are deliver- 
able are determined by the so-called " differences " above and below — 
or, in trade parlance, " on " and " off " — middling. 

There are two ways of establishing these differences. For the last 
eleven years the New York Cotton Exchange has had a so-called 
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'• fixed-difference " system. A committee of the exchange, commonly 
known as the revision committee, meets twice a year, in September 
and in November, and establishes the respective price differences on 
or off which shall apply to the grades other than middling. These 
differences, once established, can not be changed until the next regular 
meeting, and govern all contracts in futures. 

The New Orleans CJotton Exchange, on the other hand, has what 
is known as the " commercial-difference " system. A committee of the 
exchange meets daily, and, upon information of actual " spot " trans- 
actions, quotes the prices of the various grades, which quotations 
virtually establish the differences which apply on future contracts. 
That is to say, the New York system arbitrarily fixes what the differ- 
ences for all grades shall be for two months or for ten months, while 
New Orleans follows the actual market differences for these grades 
as established by daily spot transactions. This part compares these 
two methods. 

The buyer of a future contract can not specify the grades to be 
delivered thereon. Obviouslyj therefore, he is greatly concerned as 
to the " differences " at which he may Tiave to accept the various 
grades. He knows exactly the price for one grade — ^that is, middling 
cotton. That price was stipulated in his contract, the so-called basis 
price. But as to the prices which he must pay for other grades h^ is 
dependent upon the exchange differences. The underlying principle 
of a basis contract undoubtedly is that if the seller does not deliver 
middling cotton he shall substitute other grades only at their true 
value relative to that of middling in the spot market at the time of 
delivery— that is, at the actual commercial differences. This clearly 
is the only equitable basis. Under these conditions, as far as price is 
concerned, a basis future contract is substantially the equivalent of a 
contract for middling cotton. Consequently the. market price of 
basis future contracts for immediate delivery should be practically 
the same as the price of middling cotton in the spot market. There 
is, however, properly a small regular margin between the two, because 
some expense is involved in sorting out and disposing of the mixed 
assortment of grades likely to be received on contract. 

For all interests legitimately using the exchange, it is highly 
desirable that this margin should be comparatively constant in 
amount — ^that is, that there should be a substantial "parity" 
maintained between the spot price of middling cotton and the 
price of middling cotton on contracts for imniediate delivery. A 
future contract is supposed to represent actual cotton, and from 
the very nature of things such a parity should be preserved. 
The respective merits of " fixed " and " commercial " differences are, 
therefore, roughly indicated by their effect on this parity. In gen- 
eral, it may be said that the commercial-difference system maintains 
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this parity far better than the fixed-difference system. This is be- 
cause the commercial-difference system is based on actual daily trans- 
actions in cotton, so that the same influences that affect the differences 
in spot transactions also affect the future contract differences and 
thus maintain the parity between the price of future contracts and 
the price of spot middling cotton. Under a proper -application of 
the commercial-difference system the operator in future contracts 
can base his calculations on the course of middling cotton, and is 
able largely to disregard differences for other grades, since he relies 
on the exchange to keep these constantly correct. 

Under the fixed-difference system, on the other hand, the operator, 
besides considering the probable course of the middling price, must 
also consider the course of the prices of all other grades. Fixed dit 
ferences are an attempt to establish arbitrarily, and months in ad- 
vance, the relative values of grades. These differences are bound to 
become at times erroneous, because the relations of values inevitably 
vary under the natural laws of supply and demand. Consequently, 
if the operator believes that the " fixed " differences are wrong, or 
may become wrong by the time the contract matures, he will, because 
he is bound by them, endeavor to offset this error by modifying the 
basis price which he offers for the contract ; and this, as a matter of 
fact, constantly occurs during such variance. Further, inasmuch as 
the seller has the option of delivering any one or all the grades, he 
will, of course, deliver those grades which are most overvalued by 
the existing differences, so that the basis future price will be affected, 
not by the average error in the differences, but by the maximum error 
therein. The result is that the price of future contracts, thus af- 
fected by the fixed differences, will at times vary widely from the 
actual price of middling cotton in spot transactions. The extent of 
these variations will depend chiefly upon the extent of the errors in 
differences. In other words, these errors will disturb the normal 
parity above described. These disturbances have a very far reaching 
effect, especially on the distribution of speculative risks. 

Dealings in cotton must always be accompanied by risk, either 
to the producer, the merchant middleman, the speculator, or the 
spinner. Natural conditions greatly affect the supply, and other 
conditions the demand, and both consequently affect the price. What 
is the equitable distribution of these risks? It is a general principle 
that much of the risk should properly be borne by the speculative 
class; that is, by those who neither produce nor spin cotton, but 
who are interested simply in making a profit out of the rise or fall of 
its price. Whatever justification there may be for the speculator 
lies in the fact that he stands ready to take a large share of this risk. 
His function is to forecast future natural conditions affecting sup- 
ply and demand, to obtain as accurate information thereon as pos- 
33222—08 2 
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sible, to make the price for future deliveries based on such informa- 
tion, and thus to discount in advance as far as possible, for the bene- 
fit of the trade in general, the effect of such future conditions and 
thereby keep prices free from violent fluctuations which otherwise 
would occur from unforeseen natural causes. 

One especial and necessary function of the speculator in assuming 
risk is to facilitate so-called " hedging " operations. The manufac- 
turer of cotton, for instance, usually makes many months in advance 
his contract to deliver cloth to the dealer. His price for that cloth 
must be based largely on what he has to pay for raw cotton. This 
he can not foretell. Suppose he has agreed to deliver cloth which 
will consume a thousand bales of cotton, and at a price which will be 
profitable if he can buy that cotton at 10 cents a pound. Immedi- 
ately upon making that agreement he buys a thousand bales on future 
contract. This contract should insure him against loss by fluctua- 
tion in the price of raw cotton. For instance, if when he buys his 
actual cotton for spinning the price of middling cotton has advanced 
to 12 cents, he loses that advance from his profit on the cloth. On the 
other hand, if the price of future contracts has made a corresponding 
advance of 2 cents, thus maintaining a proper parity between the 
future price and the spot price, he makes 2 cents on his future con- 
tract. His loss on actual cotton is thus offset by his gain on the 
futures. His hedging operation, therefore, far from being specu- 
lative, eliminates the speculative element from his business. The 
manufacturer assumes suificient risk in the risk of manufacture and 
distribution. 

Similarly other interests, and particularly cotton merchants, thus 
try to hedge against speculative risks. 

Now, the value of hedging depends entirely upon the maintenance 
of this parity between the spot price of middling cotton and the price 
of future contracts. Should this parity be disturbed after the contract 
is made, some class of these hedging interests will lose. In the case 
above cited, should the price of raw cotton go up 2 cents before the 
maturity of the contract, while the price of future contracts went up 
only 1 cent, the manufacturer would lose 2 cents a pound on his spot- 
cotton purchases, and gain only 1 cent on his futures, a net loss of 1 
cent a pound. 

It is, of course, possible that the parity might so vary that the hedge 
would give a net profit instead of a loss. But such profit is a specu- 
lative one, and is in conflict with the fimdamcntal theory of hedging, 
which is intended to eliminate the speculative factor. The man who 
hedges does so to remove himself from the speculative class. If he 
secures protection against speculative losses he has no right to specu- 
lative profits. 
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Fixed differences are an attempt substantially to render future 
transactions a " sure thing " for a limited class of speculative experts. 
The system amounts to an attempt absolutely to fix prices — ^an eco- 
nomic absurdity. The relative values of different grades are as much 
^:ubject to the natural laws of supply and demand as the value of 
middling cotton itself, and it is as unreasonable to attempt to fix one 
by the fiat of a committee as it is the other. 

The result of this attempt, as above shown, is to affect the basis 
price that is paid for future contracts. The law of supply and de- 
mand, unflble to work directly on these fixed differences, works itself 
out indirectly on the basis price of the contract; but this indirect 
action results in great loss to a vast body of persons who are not 
experts and who do not understand this artificial machinery or its 
results. By compelling operators in futures to consider probable 
conflicts between the two sets of differences, as well as possible varia- 
tions in the price of middling cotton itself, an unnecessary increase 
in trading risks is introduced. This is clearly an evil. The system 
results in shifting the burden of risk from* a limited class of 
experts to a nonspeculative class, or to those ignorant of the working 
of the system. A premium is thus put on intelligence applied to 
artificial conditions, which of course is of no service to the public, 
rather than on intelligence applied solely to forecasting the actual 
conditions of supply and demand. In the same way, the system 
tends to shift the burden of risk from sellers upon buyers. Clearly 
a great advantage is given the seller from the fact that he can offer 
on contract any grade he chooses. He should not have both this 
privilege and the privilege of arbitrarily fixed differences, which 
almost invariably overvalue certain grades. The result of the com- 
bination of the two is to give the seller an extremely unfair advantage 
over the buyer. 

The foregoing criticisms were strikingly illustrated in November, 
1906, as the result of the failure of the New York revision committee 
to establish correct differences. Owing to abnormal weather condi- 
tions, the commercial values of the lower grades of cotton fell very 
sharply from the price of middling. The revision committee failed 
to adjust its " fixed " differences to the actual situation and estab- 
lished differences for low grades which very heavily overvalued them. 
As a result the future contract price at New York dropped abruptly 
from the price of spot middling, to the tremendous loss of a vast 
number of holders of future contracts for cotton and the profit of the 
few experts who understood and anticipated the effect of the system. 
Hundreds of men also, who 6ad hedged cotton by buying contracts in 
New York, were injured by this striking disturbance in the parity. 
A number of failures in the South were charged to this one cause 
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alone. One result has been to reduce hedging in Ncv York, as the 
possibilities of its artificial system were thus disclosed. 

As pointed out above, such a disastrous disturbance in the parity is 
exactly what is brought about by the errors in the fixed differences in 
New York. 

The reply of certain interests in the New York Exchange is that 
" a contract is a contract ;" that men who deal there come of their own 
will and are supposed to understand the game. This position can 
not commend itself as sound business ethics. Practically, also, it is 
not true that cotton interests are wholly at liberty to stay out of the 
exchange. As shown above, certain interests must have a hedging 
place. Furthermore, financial connections with New York are so 
close that New York must be that place for many of them. Still 
further, the New York Cotton Exchange practically owes its ex- 
istence to the volume of business made possible by the participation 
of outside interests. Both the duty of a private business man to his 
customers and the duty of a concern which id to a certain extent a 
public utility demand fair dealing. 

The injury from such errors in differences as are inevitable under 
the fixed-difference system is not, however, the limit of possible harm 
under that system. There is danger that improper differences may be 
intentionally established. 

As stated above, differences are fixed in New York by the revision 
committee but -twice a year. The New York Exchange does not, as 
does New Orleans, provide any standard by which the committee shall 
act. It is not obliged to follow the spot-market quotations, or even 
any general principle. This leaves it an extreme degree of arbitrary 
power. This committee is usually made up of men who are large 
operators on the exchange, and who are constantly interested in the 
future market. It is within their power so to fix these differences as 
to affect enormously the value of their own future contracts. In this 
same revision of November, 1906, when the differences fixed by the 
committee were radically wrong, several members of this committee 
have admitted that they were at the time heavily interested in future 
contracts, and that they profited by the action of the committee. There 
is no conclusive proof that they intended this. It is sufficient to point 
out that this fixed-difference system, applied thus arbitrarily by a 
small body of men, furnished in this case a condition where (1) these 
men had the power thus to reap enormous profits at the expense of 
others; (2) they admit that they did reap profits; and (3) the motive 
for doing so was extremely strong. Comment upon this situation is 
hardly necessary. 

The foregoing does not mean that the New Orleans "' conmiercial- 
difference " system in its actual working has been at all times free 
from criticism. Disturbances of the parity have also occurred there, 
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but have been by no means as great or as long continued as in New 
York. The trouble is not in the New Orleans system itself, but in 
occasional careless or improper application of it — an erroneous quota- 
tion of actual prices. There is, however, need of more care in. the 
conduct of the system. 

Since the beginning of this investigation there has been, both at 
New York and New Orleans, a considerable increase of discussion 
of the rules affecting future contracts and the possibility of improve- 
ment. 

There is at present a fundamental difference in conditions between 
the New York and the New Orleans market, which doubtless is one 
reason for the difference in system, though by no means an excuse 
therefor. Under modern conditions of transportation, with the 
through bill of lading available. New York is no longer a natural 
spot-cotton market. Cotton usually takes the cheapest route to the 
mills, and this route does not include a stop-over at New York. As 
a result transactions in spot cotton in New York are quite small, 
and thus there is not in New York such a market in actual cotton as 
will furnish reliable quotations to be used in fixing contract differ- 
ences. 

This, however, does not prevent the application of the commercial- 
difference principle in substance to future contracts in New York. 
The commercial differences existing in the leading southern spot 
markets can be used as a basis for contract differences.' It would not 
be strictly necessary to revise the contract differences as often as 
changes in such commercial differences occur. If the contract differ- 
ences were revised weekly or even monthly the substantial advantages 
of the commercial-difference system could be secured. 

It is contended by many that such a return to the commercial- 
difference system would, because of the disadvantages of New York's 
location, destroy the business of the New York Cotton Exchange. 
There is little reason to believe that any such result would occur. 
However this may be, the New York Cotton Exchange, if it can not 
exist under a just and equitable system, has no excuse for existence 
at all. . The present New York system of fixed differences is uneco- 
nomic, in defiailce of natural law, unfair, and, like all other attempts 
to defy natural law, results in such complex and devious effects that 
the benefit of its transactions accrues only to a skilled few. 
Very respectfully, 

Herbert Knox Smith, 
Commissioner of Corporations, 
The PREsmENT, 



REPORT OF THE COMMISSIONER OF CORPORATIONS 
ON COTTON EXCHANGES. 



Part I.— METHODS OF ESTABUSHIira OSADE DIFFEBENCES FOS 
FUTUBE CONTBACTS. 



SUMMARY. 



The resolution of the House of Representatives regarding the 
methods of future dealing in cotton directed especial attention to 
two matters — first, the character of future contracts used on cotton 
exchanges, and, second, the causes of fluctuations in the price of 
cotton, with the particular object of ascertaining whether or not such 
fluctuations have resulted in whole or in part from the character of 
such contracts or from any trade combinations. The investigation 
has been confined to these specific features of future trading in cotton, 
and a discussion of the general merits or abuses of the system as a 
whole has not been attempted. 

There is presented here Part I of the report, dealing with the 
character of future contracts, and especially with the methods of 
establishing grade " differences " in price. Further parts will be 
issued in due course. 

A future contract in cotton may be defined as an agreement on 
the part of the seller to deliver, and of the buyer to receive, at some 
future date, a certain quantity of cotton (in the case of the New York 
and New Orleans cotton exchanges 50,000 pounds, or approximately 
100 bales), the contract price being fixed at the time the contract is 
made. The seller, at the time he enters into the contract, may or 
may not have the cotton on hand ; in the latter case he is " selling 
short," relying on his ability to secure cotton, or another contract 
representing cotton, prior to the maturity of the contract thus sold. 
A future transaction diflfers from a " spot "transaction in that the 
latter is made from 'goods on hand, or immediately available, and 
calls for practically immediate delivery. Future transactions may be 
made, and indeed are constantly made, by private agreement outside 

(1) 
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of exchanges. The organized development of such transactions by 
means of exchanges may, however, properly be termed the " future 
system." 

ThA-e are but two exchanges in the United States on which or- 
ganized future trading in cotton is conducted — the New York Cotton 
Exchange and the New Orleans Cotton Exchange. Abroad, a large 
business in futures is transacted on the floor of the Liverpool Cotton 
Association, and some future business is done on the Havre Bourse. 

BASIS CHARACTER OF rUTURE CONTRACTS. 

« 

A vitally important characteristic of future contracts in cotton is 
that they are "basis" contracts; that is, they do not call for the 
delivery of a specific grade of cotton, but allow the seller the option 
of delivering any grade or a number of grades within certain wide 
limits. The buyer has no option in this respect. He must receive 
any deliverable grade or grades tendered by the seller. " Middling " 
cotton is always the basis grade and can be delivered on contract at 
exactly the contract price. Other gradas are delivered at prices rela- 
tive to middling — or, to use the trade expression, at certain " differ- 
ences" in price "on" (i. e., over) or "off" (i. e., under) middling. 
Thus, if an operator sells a future contract on an exchange at 10 
cents, he can deliver middling cotton thereon at exactly the contract 
price ; or, if he prefers, he can deliver a higher grade of cotton, like 
" good middling," in which case the buyer must pay, in addition to 
the basis price of 10 cents, a difference of, say, one-half cent " on " 
that price, making lOJ cents. On the other hand, if the seller prefers 
to deliver a lower grade, like, say, " low middling," the buyer must 
take it, but is allowed a deduction or difference " off " the contract 
price, and pays, say, 9i cents. In the same way the seller may deliver 
both high grades and low grades on a single contract. 

RANGE OF GRADES DELIVERABLE ON CONTRACT. 

At the present time (April, 1908) eighteen grades are deliverable 
upon contracts of the New York Cotton Exchange. These are : 



Fair. 

Strict middling fair. 
Middling fair. 
Strict good middling. 
Good middling. 
Strict middling. 
Middling. 

Strict low middling. 
Low middling. 



Strict good ordinary. 

Good ordinary. 

Strict good middling tinged. 

Good middling tinged. 

Strict middling tinged. 

Middling tinged. 

Strict low middling tinged. 

Low middling tinged. 

Middling stained. 



Tn the above list the grades designated by the term " strict " are 
known as " half grades," the others being full grades. Prior to Jan- 
uary 1, 1908, nine other intermediate grades, known as "quarter 
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grades," were recognized, but these were eliminated on that date, as 
were also two other grades, "low middling stained" and "strict 
good ordinary tinged." On April 1, 1908, "strict low middling 
stained " was also excluded from the list of deliverable grades in the 
New York market. 

The grades from fair to good ordinary in the above list are 
what is known as white cotton. The " tinged " and " stained " 
grades are cotton showing discoloration. Tinged cotton is cotton 
that is only moderately discolored; that which is deeply discolored 
is known as stained cotton. The grade names given in the above 
list are used in nearly all southern markets. The terms " tinged " 
and " stained," however, are used in the South in a general way to 
indicate cotton of the respective grades which has become more or less 
discolored, rather than to indicate a distinct style of cotton, as at New 
York. The range of grades deliverable on contract in New Orleans 
is about the same as that permitted by the New York contract. The 
New Orleans contract, however, contains the important provision 
that no cotton shall be deliverable which is of a lower market value 
than good ordinary" cotton of fair color. The New Orleans contract 
thus excludes considerable cotton which until recently has been ten- 
derable on contracts at New York. Moreover, the New Orleans clas- 
sification is generally conceded to be more rigid, grade for grade,, 
than that of New York; so that cotton of a given grade name in 
the New York classification might not necessarily be given the same 
grade in New Orleans. 

In the trade, the grades above middling are usually referred to as 
the " higher grades," and those below as the " lower grades." . 

CONTRACT COTTON USUALLY MIXED OR SURPLUS GRADES. 

An important feature of future business in cotton is that, broadly 
speaking, cotton delivered on contract consists of the surplus grades 
or remnants of the more desirable grades. Even-running cotton — 
that is, cotton of substantially one grade — can ordinarily be sold 
to spinners at a premium above the price of a mixed assortment 
of grades; consequently, buyers will not pay as much for a mixed 
assortment of cotton as for even-running cotton. The spot merchant 
therefore endeavors to class out his cotton into even-running lots and 
to dispose of it in the spot market instead of tendering it on contract, 
using the con;tract market to get rid of surplus grades or broken lots, 
known in the trade as " overs." For these reasons a mixed assortment 
of grades is often delivered on a single contract. 

METHOD OF ESTABLISHING GRADE DIFFERENCES IN NEW ORLEANS. 

As a result of the seller's privilege of delivering such grades within 
the tenderable range as he may choose, the method of establishing the 



4 COTTON EXCHANGES— GRADE DIFFERENCES. 

relative values of, or differences between, middling and the other 
grades for defivery on future contracts becomes a matter of extreme 
importance. 

The New York Cotton Exchange and the New Orleans Cotton 
Exchange employ radically different methods of establishing these 
grade differences to apply on contract deliveries. On the New Or- 
leans contract, grades other than middling are tenderable at their 
actual relative values in the spot cotton market as compared with 
middling on the sixth day prior to the actual delivery. These actual 
or commercial differences are determined in the following manner: 
The committee on spot quotations meets every day and on the basis 
of the day's actual sales in the spot market quotes prices for each of 
the full grades of so-called white cotton. This committee, which is 
changed every month, is usually made up of members of the exchange 
who are actively engaged in buying and selling cotton. To guard 
against bias, it has been the invariable practice to select the committee 
from both buyers and sellers. Until recently the spot-quotation 
committee could, by itself alone, change any or all quotations, even 
though this might involve a change in grade differences. The rules 
of the New Orleans Cotton Exchange were amended in February, 
1908, however, so that in case any member of the spot-quotation com- 
mittee believes that the prices of certain grades in the spot market 
have changed more than the price of middling — that is, that differ- 
ences, as well as the prices themselves, have changed — the spot-quota- 
tion committee is obliged to meet with another committee, the arbi- 
tration committee on classification, as a revision committee before 
such changes in differences are officially quoted ; such joint meetings 
may be held on any day. This change in rules does not imply any 
departure from the principle that differences applying on future con- 
tracts must correspond to the commercial differences in the spot 
market, but is designed to secure a more careful procedure in ascer- 
taining exactly what changes in commercial differences may have 
taken place. 

In addition to quoting prices for the regular grades of cotton, the 
•spot-quotation committee also quotes tinged and stained cotton at a 
range of discounts off the prices for the regular grades. 

The actual application of differences to cotton delivered on contract 
in New Orleans is conducted by arbitrators, who examine samples 
of the cotton tendered. The prices quoted by the spot-quotation com- 
mittee, however, automatically determine the differences for full 
grades tendered on contract; that is, for cotton the samples of which 
exactly correspond to the official exchange types of any deliverable 
full grade the arbitrators apply the differences shown by the of- 
ficial spot quotations for the day preceding the issuance of notice of 
delivery. For cotton which exactly corresponds to types for a half 
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grade they apply differences halfway between those for the two ad- 
jacent full grades. For all other cotton, mcluding tinged and stained 
grades, the arbitrators establish differences on their own judgment, 
using, however, as a guide the official spot quotations for the full 
grades and the officially quoted range of discounts for irregular 
grades. 

The fundamental principle of the New Orleans system is that the 
differences applying on contract deliveries shall be identical with 
the actual differences established in the spot market by the xompe- 
tition of buyers and sellers at the time of delivery. The New Orleans 
system may be referred to as the " fluctuating-difference " or the 
" commercial-difference " system. 

METHODS OF ESTABLISHING DIFFERENCES IN NEW YORK. 

Prior to 1888 the New York Cotton Exchange employed substan- 
tially the same system as that now used in New Orleans. The dif- 
ferences applying on contract deliveries were those existing in the spot 
market at the time of delivery. In that year, however, the rules of 
the New York Cotton 'Exchange were amended so that differences 
between middling and other grades deliverable on contract should 
be arrived at not from the actual selling value of the various grades 
in the spot market at the time of delivery, but should be established 
or " fixed " at stated periods by a committee of the exchange, officially 
known as the committee on the revision of spot quotations, but com- 
monly spoken of as the revision committee. At first this revision 
committee was required to meet once a month during the active cotton 
season, or nine times a year. In October, 1897, however, the rules 
were again amended and meetings of the revision committee were 
limited to two a year, namely, on the second Wednesday of September 
and the third Wednesday of November. This provision is still in 
force. The grade differences established by the committee at its Sep- 
tember meeting hold good for settlements of deliveries on future con- 
tracts until the November meeting, while those established in Novem- 
ber can not be changed until the following September. This system 
may be referred to as the " fixed-difference " or " periodic-difference " 
system. 

The rales of the New York Cotton Exchange provide no standard 
by which the revision committee shall act in fixing differences. On 
account of the narrowness of the New York spot market, the com- 
mittee can not revise differences purely on the basis of local trans- 
actions. It is not, however, compelled by any hile to fix them in 
accordance with the commercial differences prevailing at the time 
in the leading spot markets. The revision committee is, of course, 
supposed to take account of these commercial differences, but it is 
bound by no rules whatever. 



6 COTTON EXCHANGES GRADE DIFFERENCES. 

This system of fixed or periodic differences for settlement of 
deliveries on future contracts has been the, source of great complaint. 
It is one of the principal subjects covered by this report. 

It is obvious that the differences established by the New York 
revision committee may, and indeed at times must, be out of line with 
the actual relative values of the several grades of cotton in spot 
markets. In the first place, in the absence of any rules to govern the 
action of the revision committee, it may in the first instance fix- 
differences which do not accord with the actual commercial differ- 
ences at the time. This it may do either through ignorance of the 
commercial differences, or because it does not consider the current 
commercial differences as a proper standard, or even with the delib- 
erate intent of making the differences erroneous for improper pur- 
poses. In the second place, even though the differences as originally 
fixed correspond to commercial differences, they are bound before 
the date of the next revision to become more or less out of line, be- 
cause commercial differences fluctuate with changes in the supply 
and demand for specific grades. During the ten months from Novem- 
ber to the following September, while no change can be made in the 
New York differences, changes in commercial differences in the spot 
markets are sure to occur, and the same is true, to a more limited 
extent, of the period of two months between the September and 
November meetings. These disparities between the differences estab- 
lished by the New York revision committee and the actual commer- 
cial differences are bound to result in injury to certain classes of 
dealers in future contracts. The injury may arise in either of two 
ways, which, however, are closely interrelated : 

First The buyer or less often the seller of a future contract may 
be injured by being compelled to receive or deliver, respectively < 
certain grades of cotton at prices at variance with their actual mar- 
ket relation to middling; that is, the buyer may be obliged to take 
certain grades above their true relative value, or the seller may be 
forced to deliver them at less than their true relative value. 

Second. Because of the attempt of buyers to avoid this first loss, 
errors in grade differences tend to depress the price of futuFe con- 
tracts as compared with the spot price of middling cotton, and this 
relative depression causes loss to certain operators. 

LOSSES DUB TO RECEIVING CONTRACT CX)TT0N AT ERRONEOUS DIFFERENCES. 

The risk of injury falls chiefly upon the buyer of the contract rather 
than upon the seller. This is due to the seller's option of selecting 
what grades he will deliver. The possible injury to the buyer of 
a future contract by being compelled to accept delivery on the basis 
of false differences is apparent. For the purpose of simplicity, it 
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may be assumed that an operator has bought a. future contract as a 
speculation, expecting to take up the cotton at the time of maturity 
and hoping to sell it th^n in the spot market at an advance on the 
price he has paid for the future. If the contract called for the de- 
livery of middling cotton only, this transaction would involve only 
a single element of risk, namely, the possibility that middling cotton 
in the spot market might decline before the contract matured, so that 
when the cotton was received it would have to be sold at a loss. Under 
a basis contract, however, the seller has the option of delivering any 
one of a large number of grades; the buyer can not specify what 
grades he will accept. But if the differences applying on settlement 
of future contracts are identical with the commercial differences ex- 
isting in the spot market at the time of settlement, the holder of the 
future contract is substiintially as well off as he would be if it called 
for middling cotton only. If he is compelled to accept some other 
grade, he will get it at a price corresponding to its true relative value 
as compared with middling, and he can sell it in the spot market at 
the same relative valuation, making the same profit or loss on his 
entire transaction as he would make under a specific contract for mid- 
dling. In other words, his risk would be the same as and no greater 
than his risk in making an advance purchase of middling only. To 
be sure, the seller may deliver to him, not a single grade, but an assort- 
ment of grades, in which case the buyer will be put to some incon- 
venience and expense in sorting them out wd delivering them in even- 
running lots such as are ordinarily desired by spinners. This expense, 
however, is fairly constant, and the buyer is able to allow for it in 
making his bid for a future contract. As shown below, the antici- 
pation of this expense results in a normal discount in the price of 
future contracts as compared with that of spot cotton. 

The transaction is, however, wholly different if the buyer must 
receive whatever grade of cotton the seller may select, not at the com- 
mercial differences, but at fixed differences not corresponding to the 
commercial differences. Here a multiplied risk is thrown upon him. 
In addition to the risk of a decline in the value of middling, he must 
take the risk that some one or more grades may decline more than 
middling. Suppose, for example, that the buyer of a basis contract 
receives, instead of middling cotton, good ordinary cotton at a differ- 
ence of 1 cent off the price of middling at a time when he can dispose 
of that grade in the spot market at the same difference. Obviously he 
has suffered no injustice. Suppose, however, that he is compelled 
to receive good ordinary cotton at a difference of 1 cent off — ^this 
difference perhaps having been established months in advance — 
when the commercial difference in the spot market is 2 cents off. It 
is clear that if he resells this cotton he will suffer a loss. 
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Owing to the option of the seller under a basis contract to deliver 
any grade or grades he sees fit, the buyer will, of course, ordinarily 
be compelled to receive, under a fixed-difference system, those grades 
for which differences are most favorable to the seller; that is, those 
which under the. established differences are most overvalued as com- 
pared with their spot value. In other words, the buyer has to take 
the risk of the most unfavorable change in price which can occur in 
any one among a large number of different grades of cotton. 

The illustration here presented shows only the effect of false 
differences upon a purely speculative transaction, in which there must 
necessarily be some risk, but in which the risk is greatly increased by 
the periodic-difference system. It is not, however, merely speculators 
who are affected. Many cotton merchants buy or sell future con- 
tracts, not for the purpose of speculation, but to avoid speculation ; 
that is, they buy or sell them as " hedges " against some other transac- 
tion. The nature and the great importance of the hedging function 
and the effect of errors in differences upon it will be more fully ex- 
plained later. It is suflScient to state here that, whereas under a com- 
mercial-difference system the cotton merchant who buys a hedge in 
the expectation of taking up the cotton can escape speculative risks, 
under a periodic-difference system the extra and peculiar risk which • 
has been shown to exist is thrown upon him. The case of a seller of 
a hedge, however, as shown later, is quite different. 

The seller of a contract will, of course, be injured if, in making a 
delivery, he is forced to deliver cotton at differences which under- 
value it; that is, at unduly wide differences for low grades or at 
unduly narrow differences for high grades. As a matter of fact, as 
will appear later, the seller of a contract, because of his privilege of 
selecting what grades he will tender, is able either to avoid loss or 
materially to limit the loss arising from such errors in differences. 

TENDENCY OF ERRORS IN DIFFERENCES TO INCREASE DISCOUNT IN 

CONTRACT PRICE. 

The danger to the buyer of a future contract that he may be com- 
pelled to accept cotton at false differences naturally results in the 
second condition above mentioned, namely, in a depression of the 
price of future contracts as compared with the spot price of middling 
cotton ; that is to say, buyers, confronted with the danger of having 
to accept cotton on contract at an overvaluation, attempt to offset 
that loss by offering less for such contracts. 

Suppose, for example, a merchant proposes to buy a basis future 
contract at a time when the price of spot middling cotton is 10.25 
cents and when he anticipates no probable change in the price. If 
he knows that when delivery is made on this future contract he will 
receive whatever grades may be delivered at their true values relative 
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to middling, he will be prepared to offer, say, 10 cents for the future 
contract. Suppose, however, that the commercial difference off mid- 
dling for a low grade like good ordinary at the time he enters into the 
future contract is 2 cents (or that he has reason to believe that it 
will become 2 cents by the time delivery is made) , but that the fixed 
difference applicable for good ordinary on contract deliveries is only 
1 cent off. He then foresees that in case he pays 10 cents for his basis 
contract he may be forced to take a delivery of good ordinary at 9 
cents, or 1 cent off middling, whereas he could resell this good ordi- 
nary cotton in the spot market only at a difference of 2 cents off 
middling, or, in the case assumed, for not over 8.25 cents. In order 
to avoid this loss, he naturally will bid only 9 cents instead of 10 cents 
for his future contract. 

The tendency, therefore, of a relative overvaluation of any grade 
of cotton under a fixed-difference system is to depress the price of 
future contracts as compared with the spot price of middling cotton. 
If the arbitrary differences were so fixed as relatively to undervalue 
all other grades of cotton as compared with middling — that is, if 
they were too narrow on grades above middling and too wide on 
grades below middling — the tendency would be to advance the con- 
tract price as compared with the spot price. In fact, it might seem 
that if the error were sufficiently pronounced the contract price might 
even be forced to a premium above the spot price. Since, however, 
middling cotton is always deliverable on contract at exactly the con- 
tract price, this would result in two prices for middling cotton at 
the same time in the same market, which is an absurdity. It is true 
that such abnormal conditions have at times occurred, but almost 
invariably as the result of an unusual condition in the future market, 
such as a " squeeze " or a " corner ; " and any marked premiums in the 
contract price over the spot price have almost without exception been of 
brief duration. Since it costs something to make actual deliveries on 
contract, a small premium might remain in force for some little time. 
In practice it has scarcely ever happened that differences on all 
grades above middling were too narrow at the same time that those 
on all grades below middling were too wide. The chances are very 
strong under a system of fixed or periodic differences that at least 
some grades will be relatively overvalued. It does not matter that some 
grades may be relatively undervalued at the same time, since these 
grades will not be tendered on contract. The seller, having the option 
of delivering whatever grades he may find it most advantageous to 
deliver, will of course tender those which are overvalued. 

It follows that errors in grade differences in nearly all instances 
tend to depress the price of future contracts as compared with the 
spot price of middling cotton; that is, they tend to increase the dis- 
count in the contract price beyond the normal. Since, as stated above, 
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deliveries on future contracts are likely to consist of a mixed assort- 
ment of grades which are less convenient to dispose of than an equal 
quantity of even-running cotton, there is normally, even in a market 
using the commercial-difference system, a margin of from 16 to 25 
points between the spot price of middling cotton and the contract price 
for delivery in the current or spot month. This margin is not abso- 
lutely constant even under the commercial-difference system. It 
varies with cross currents of speculation. The future price as a rule 
responds more quickly to new conditions or to rumors than does the 
spot price, so that this margin is not a fixed quantity. Such an abnor- 
mal condition as a squeeze or a corner, moreover, may disturb this 
parity very sharply. As a rule, however, under the commercial-differ- 
ence system variations in the margin are comparatively moderate and 
usually of limited duration. Under the fixed-difference system, on 
the other hand, where the differences applicable on future contracts 
^sometimes become very far out of line with commercial differences, 
the discount in the contract price often widens out far beyond the 
extreme point which it can reach under a commercial-difference sys- 
tem. As shown below, the discount in the New York market has 
reached nearly 200 points, or eight times the assumed normal 
margin. 

Of course, after the contract price has thus been sent to an unusual 
discount, a revision of fixed contract differences, or a change in the com- 
mercial differences while the contract differences remain unchanged, 
may, by reducing the disparity between the two sets of differences, 
tend to restore this discount more nearly to a normal point. But, 
starting with the assumption that conditions are normal, it is clear 
that the result of errors in differences is almost invariably to send the 
contract price to a discount, since sellers will naturally deliver 
grades which are overvalued, thus forcing buyers to reduce their bids 
for future contracts. 

I3IP0RTANCE OF MAINTAINING PARITY BETWEEN SPOT AND CONTRACT 

PRICES. 

It is obvious that an abnormal depression of the price of future 
contracts as compared with the spot price of middling cotton, such as 
results from errors in contract differences, must cause loss to a large 
number of holders of contracts. The number of persons affected by 
such losses is vastly greater than the number who actually receive 
the cotton on contract at overvalued differences; for, as is well 
known, vast numbers of contracts are purchased, not with the inten- 
tion of taking up cotton, but with the idea of reselling them. Of 
course, the losses of one class of operators through such relative de- 
pression of the contract are at least partly balanced by gains of 
other operators. This, however, does not justify a system which will 
permit such abnormal depression of the contract price. 
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In the same way, the narrowing of the discount in the contract 
price after that discount has once been sent to an abnormal figure may 
cause loss to sellers of future contracts, since, when they attempt to 
"coTer" their short sales — ^that is, buy in other contracts to offset 
those previously sold — ^they will be forced to pay a correspondingly 
higher price. In this case those who had purchased contracts when 
the discount was greatest will benefit As will be shown more clearly 
later, the risk of the seller is much less than that of the buyer. More- 
over, the fact that either party to the contract instead of only one 
may be injured is no justification of improper differences; on the con- 
trary both risks should, as far as possible, be avoided. 

Such disturbances in the normal parity between the spot middling 
price and the contract price therefore increase the risks attending 
future operationa Any increase of risk which can be prevented is 
clearly an evil. Abnormal disturbances of the parity between the two 
prices increase the difficulty of forecasting the course of the price of 
future contracts. Operators in futures base their transactions in the 
main upon a study of conditions in the spot market. Under a proper 
and normal difference system they can assume that conditions which 
tend to advance or depress the price of middling cotton in the spot mar- 
ket will likewise tend to advance or depress the price of basis middling 
future contracts. As a matter of fact, most operators, as a result of 
failure to understand thoroughly the influence of grade differences, 
do make that assumption even when, because of improper differences, 
there is really no such parity. Wliere such parity does not exist, 
conditions affecting the value of middling in the spot market become 
practically worthless as a guide to the operator in futures, since the 
prices become dependent on artificial rather than on natural condi- 
tions. A few operators of unusual resources and cleverness may 
find profit in such abnormal disturbances in this parity between spot 
middling and contract prices ; but it is apparent that the rank and file 
of operators will find their transactions much more hazardous in case 
the two prices do not move in substantial harmony. An absolutely 
constant margin between the two prices can not be hoped for, since, 
as already stated, the future market fluctuates more frequently and 
often more violently than the spot market; but under a proper work- 
ing of the future system such disturbances should not continue for 
any considerable period of time. 

MAINTENANCE OF PARITY ESSENTIAL TO PROPER CONDUCTr OP " HEDGING " 

TRANSACTIONS. 

The injury resulting from a disturbance of the normal parity is 
perhaps best illustrated in the case of "hedging" transactions. Hedg- 
ing is a legitimate and one of the most important functions of future 
trading. Whereas a vast amount of business in futures is unquestion- 
33222—08 3 
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ably of a highly speculative character, the hedging function is pri- 
marily intended to reduce the element of speculation in transactions 
in spot cotton. Hedging, in other words, is a sort of insurance against 
loss, the theory being that by means of hedges the merchant can cal- 
culate with approximate certainty on a fixed margin of profit, fore- 
going hopes of extraordinary gains for the sake of protection against 
extraordinary losses. 

The protection aifforded the cotton merchant by hedging may best 
be illustrated by a concrete example : Let it be assumed that a cotton 
merchant in the South has contracted in the late summer months, when 
the old crop of cotton is practically exhausted and before the new 
crop has been gathered, to deliver 10,000 bales of middling cotton to 
a spinner in Fall River, Mass., in the following January at a fixed 
price. Since at the tijne this contract is made he does not have the 
10,000 bales of middling cotton on hand and has no means of imme- 
diately securing it, obviously he may suffer a heavy loss if, before 
he can purchase this cotton, the price advances sharply, as it may 
easily do owing to any one of a number of causes. By means of hedg- 
ing, this risk can very largely be avoided. In order to escape such 
risk, the merchant, at the time he enters into his agreement to sell 
to the spinner, buys future contracts for a corresponding number 
of bales on some cotton exchange. He bases the transaction on the 
assunaption that any advance in the price of middling cotton in the 
spot market will be accompanied by a substantially similar advance 
in the price of future contracts. If such proves to be the case, any 
loss which the merchant suffers by reason of being compelled to pay 
an advanced price for actual cotton is offset by his profit on the future 
contracts purchased as a hedge, which he sells out at the higher price 
whenever he has secured the actual cotton in the spot market. For 
instance, suppose that the merchant in question had agreed to deliver 
the 10,000 bales of middling cotton to the spinner at 8 cents and had 
immediately purchased future contracts for 10,000 bales at 7j cents. 
If he is compelled to pay 10 cents for his middling cotton in the spot 
market, he would suffer a loss, since his agreement to deliver at 8 
cents must, of course, be fulfilled. If, however, while the spot market 
advances from 8 cents to 10 cents, his future contract, purchased as 
a hedge, advances by a similar amount — from TJ to 9^ cents — the 
loss of 2 cents on the spot cotton will be counterbalanced by a profit 
of 2 cents on his future contracts. 

If, on the other hand, the price of spot cotton declines prior to 
the time that he makes his purchase, the merchant will, of course, save 
on such purchase. The contract which he purchased as a hedge will 
under normal conditions also decline. But one decline should offset 
the other. 

The hedging function is by no means as simple as might .appear 
from this brief description, but it is complicated, among other 
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reasons, because of the large number of grades deliverable on future 
contracts and because the commercial differences between these grades 
are subject to change under the operation of the law of supply and 
demand. Spinners, as just stated, usually desire specific grades, 
ond it is primarily the function of the cotton merchant to supply 
spinners with such grades. In ordinary business the cotton mer- 
chant uses the quotation of some future month as a basis for calcu- 
lating a price to the spinner, and then adds to that basis a certain 
number of points to cover his expenses and profit. In the case of 
grades other than middling he also either adds or deducts a certain 
number of points to cover the difference on or off middling at which 
he expects to get the particular grade desired in the spot market. 
An immense business in spot cotton is at present thus effected by 
using the future price as a basis. 

The risk of fluctuations in grade differences is often a serious one. 
Thus, a cotton 'merchant may undertake to deliver a spinner good 
middling cotton at, say, 80 points on the price of January futures, 
allowing, say, 40 points for expenses and profit and 40 points for 
the difference on middling which he may have to pay for good mid- 
dling in the spot market. As a matter of fact, there may be such 
a shortage of ^ood middling that the merchant will be forced to pay 
for that grade 100 points difference on middling. In this case, 
since his contract bought as a hedge is expected to advance only in 
correspondence with the price of middling, the additional advance 
in good middling, indicated by the widening of the difference, would 
mean a loss to the merchant. This risk of fluctuation in grade dif- 
ferences properly falls on the merchant. He assumes this element 
of risk, but relies on his future contract purchased as a hedge to re- 
move the other element of risk as to the basis price itself. 

The principle of hedging, especially in so far as buying hedges are 
concerned, rests on the assumption that the price of future contracts 
for the current or spot month will maintain a fairly constant parity 
with the spot price of middling cotton. A cotton merchant who 
has purchased a future contract as a hedge at a certain margin or 
discount below the spot price of middling cotton will suffer a loss if, 
by the time he is ready to sell out his hedge contract, the discount in 
the contract price has been increased. If the buyer had the option 
of demanding on his future contract grades which he required for 
lus engagements with spinners, he would, of course, be protected. 
But, as repeatedly stated, that option lies entirely with the seller. 

AliLEGED CORRECTION OF ERRORS BY DISCOUNT IN CONTRACT PRICE. 

It is clear, therefore, that the fixed-difference system, which is bound 
to result in variations between the differences applicable on future 
contracts and the commercial differences, must almost inevitably 
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cause injury to certain holders of contracts, either by compelling them 
to accept grades of cotton on delivery at a relative overvaluation or 
by increasing the discount in the contract price as compared with the 
spot price. The second of these conditions is a result of the attempt 
of operators to evade the first. 

Some defenders of the fixed-difference system have contended 
that discounting the contract price is really a remedy for any injury 
arising from the overvaluation of grades. In other words, they con- 
tend that the effect of errors in differences can readily be offset by 
simply varying the contract price, and that nobody is injured thereby. 
The argument is that such errors are therefore largely immaterial. 
The situation has been pronounced by some advocates of the New 
York system as being similar to the purchase of goods for 10 cents 
less 10 per cent, or for 9 cents cash. 

If future contracts were in all cases very short time contracts, or if 
the error in the differences were a constant error, this argument would 
hold good ; but in the normal course of business a vast number of con- 
tracts are entered into many months in advance of maturity, and the 
buyer has then, of course, no opportunity to revise his bid in order to 
counterbalance the effect of unforeseen disparities between contract 
and commercial differences which may and usually do occur later. 
Thus, operators in futures, particularly merchants using the future 
market for hedging purposes, frequently buy, in the summer months, 
contracts which do not mature until after the November meeting 
of the New York revision committee. It follows that such operators 
may suffer heavy loss as a result of the failure of the revision com- 
mittee to establish contract differences which will be substantially 
identical with the actual or commercial differences at the time of 
revision, or as a result of differences which may later prove to be 
out of line with such commercial differences. In the same way 
losses may be suffered by those who buy contracts after the differ- 
ences are fixed by the New York committee, because of subsequent 
changes in the commercial differences. 

In case such disparities occur between the arbitrary and the com- 
mercial differences, the holder of future contracts must either take 
the cotton at the improper arbitrary differences, and of course at a 
loss, or — ^what is more frequently done — sell out his contracts; but 
when he comes to sell out his contracts he must do so at a loss, since 
the new buyer is now informed of this disparity in the differences, 
and will, therefore, to protect himself, offer only a reduced price. 

To be sure, the first buyer of a contract may not himself suffer the 
entire loss due to the relative decline in the price of futures as com- 
pared with that of spot cotton between the time the contract is made 
and the time it matures. If he finds that the discount in the contract 
price has increased, and foresees that it is likely to continue to in- 
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crease, he may sell out his contract immediately, and in this way 
limit his loss. In that case, however, he merely shifts the loss to 
another buyer. The latter may, of course, shift part of it to another, 
and so on. The* loss due to the relative decline in the contract price, 
however, is in no way reduced by these transactions, but is merely dis- 
tributed among two or more operators instead of falling entirely upon 
one. 

An especially fallacious element in this argument thiat errors in 
differences can be automatically corrected is that it assumes that the 
buyer knows, approximately, at the time he buys the contract, what 
grades are to be delivered to him months later. The argument is that 
the surplus grades of the crop will be tendered on contract, and that 
the buyer will reduce his bids for contracts sufficiently to offset the 
effect of any errors in differences for such surplus grades. As a mat- 
ter of fact, although the surplus grades generally constitute the bulk 
of deliveries, these surplus grades comprise a rather wide range, while 
odd lots of other grades are often delivered. A more important point 
is that contracts are purchased in great numbers before the crop is 
gathered, and that on account of changes in weather the general 
character of a crop, and consequently of the surplus grades, may 
prove entirely different from what was expected at the time contracts 
were purchased. 

EFFECT OF ERROBS IN DIFFERENCES ON SELLERS OF CONTRACTS. 

While buyers of future contracts are thus very likely to suffer loss 
through errors in contract differences, sellers of contracts, on the 
other hand, often profit by just such errors. Although errors may be 
such as relatively to undervalue certain grades, the option of the 
seller as to the grades which he will deliver generally enables him 
to avoid delivery of such undervalued grades. Usually there will be 
some grades which are overvalued, and these, if available, he can 
deliver at an abnormal profit. Again, if he has sold his contracts 
short when he had no cotton on hand, and with the intention of buy- 
ing in other contracts later, the seller will also usually profit by errors 
in differences, since, as just shown, the tendency of such errors in most 
cases is to depress the contract price, thus enabling him to buy in a 
contract on more favorable terms. Similarly, a cotton merchant who 
sells a contract as a hedge instead of as a speculation usually profits 
by errors in differences. Thus, if the contract price declines more 
rapidly than the spot price, as it ordinarily will do if the contract 
differences are incorrect, such a hedging merchant can sell his actual 
cotton in the spot market and buy in his hedge contract at an undue 
profit. The fact that some merchants have thus reaped excessive 
profits as a result of errors in differences probably goes far to explain 
their preference for the fixed-difference system. 
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Short sellers of contracts might, of course, be injured if the mar- 
gin between the spot and the contract price, instead of thus widening, 
were to be reduced, or if the contract price were to rise above the spot 
price, since in such cases they would, on covering their short sales, be 
compelled to pay a relative advance for contracts. As just shown, how- 
ever, the usual tendency of errors in differences, starting with- a nor- 
mal margin, is to increase the discount in the contract price. After 
the contract price has reached an abnormal discount commercial dif- 
ferences may, of course, so change that this discount will, be reduced. 
In that case the seller of contracts may be injured, and probably will 
be injured, if he has sold short without having cotton on hand. The 
very fact, however, that the discount is abnormally large puts sellers 
on guard. Moreover, if the seller, instead of speculating, is a hedging 
merchant who has cotton against which he has sold contracts, he may 
still very materially limit his loss, since, instead of buying in con- 
tracts at the advanced price to cover those previously sold, he can de- 
liver the actual cotton on them. In making such delivery, it is true, 
he may, unless he is able to deliver middling cotton itself, be 
forced to accept differences which undervalue his cotton as com- 
pared with the commercial differences existing when the delivery is 
made. However, it is probable that out of the wide range of grades 
tenderable on contract the seller will be able to select some grade 
which will not thus be undervalued by the fixed differences, or which 
will be undervalued much less than other grades, so that he can avoid 
or limit his loss. 

It is clear, therefore, that the buyer of a basis contract under the 
periodic-difference system is compelled to bear a risk enormously 
greater than that borne by the seller. However, aside from the ques- 
tion as to whether the buyer or the seller is more frequently injured, 
disturbances in the margin between the contract price and the spot 
price which result from errors in differences obviously make oper- 
ations in the future market correspondingly more hazardous. It can 
not be disputed that any avoidable disturbances of this margin are 
clearly an evil. 

HEAVY LOSSES DUE TO NEW YORK REVISION OF NOVEMBER, 1906. 

A striking instance of the effect of the fixed-difference system 
of the New York Cotton Exchange upon certain classes of opera- 
tors occurred in the season of 1906-7. This instance illustrates 
the evils which may occur under periodic differences. Near the 
close of September, 1906, there was a terrific Gulf storm which 
caused immense damage to cotton over a large area of the cotton belt. 
The result was an abnormal proportion of low grades. Commercial 
differences widened sharply ; that is, the price of the low grades fell 
relatively to that of middling and the price of high grades advanced 
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relatively to middling. The cotton trade looked to the revision com- 
mittee of the New York Cotton Exchange to increase differences at 
its November meeting in accordance with this widening of the actual 
or conmiercial differences, and particularly on low grades, since it was 
at once appreciated that these would be the grades chiefly delivered 
on contract in that season. 

Instead of widening differences on low grades sufficiently to con- 
form to the commercial differences, the revision committee of the New 
York Cotton Exchange made only a slight change in differences for 
these grades. Thus, the difference off middling for low middling was 
increased only from 0.38 cent to 0.50 cent, although the difference off 
for this grade in several leading markets in the South was 1 cent or 
more, and the average difference in 21 leading markets was 0.88 cent. 
In the case of good ordinary cotton the New York difference was in- 
creased only from 1 cent to 1.25 cents off middling, although the dif- 
ference in New Orleans and some other large markets for this grade 
was almost 2 cents, and the average difference in 18 markets was about 
1.56 cents.. The differences on middling in New York for the high 
grades were increased more sharply, but this was a matter of less in- 
terest to the cotton trade, because it was apparent that practically no 
high-grade cotton would be delivered on contract in the season of 
1906-7. 

The effect of this improper revision was to cause a severe decline 
in the price of future contracts and, consequently, enormous losses to 
holders of contracts in the New York market. Those who had bought 
contracts prior to the revision with the expectation that the revision 
committee would make a proper change in grade differences were con- 
fronted by the prospect that they would be tendered low-grade cotton 
at the narrow differences thus fixed by the revision committee, or, in 
other words, at much above its value in the spot market relative to 
middling. As a natural result there was a rush to sell out contracts, 
and this, in connection with heavy short selling by those who under- 
stood the effect of this improper revision, sent the contract price to 
an abnormal discount as compared with the price of spot middling. 
Throughout the year 1906, before the November revision, it is true, 
the discount had been greater than usual, but generally not over 60 to 
70 points. After this meeting of the revision committee on November 
21 it increased rapidly, until in February it amounted to almost 200 
points. The price of spot middling on February 1, 1907, was 11 cents, 
while that of future contracts maturing in February was only 9.04 
cents. 

Many of the victims of this disturbance of the parity were specu- 
lators, and for this reason the matter has been lightly dismissed by 
some. Without commenting upon the injustice of this argument, it 
is important to emphasize that the losses resulting from the increase 



18 COTTON EXCHANGES GBADS DIFFEBENCEd. 

in the margin between the spot and the contract price as a result of 
this improper revision fell also very heavily upon cotton merchants 
who, instead of speculating, had purchased contracts in the New York 
market as hedges for the very purpose of avoiding speculation in their 
transactions in spot cotton. Instead of thus escaping speculative 
risks, such merchants found that they had lost enormously because of 
such hedges. Their hedges proved to be worse than no hedge at alL 
The losses of cotton merchants thus using the New York market 
for hedging purposes reached in the aggregate many millions of dol- 
lars. Several failures in the cotton trade were attributed directly, 
and apparently with justice, to this improper revision. It is true that 
many of these cotton merchants had committed themselves, in con- 
tracts with spinners, to the delivery of high-grade cotton at about the 
usual diflferences on middling, and were compelled to pay very un- 
usual premiums for these grades when they later attempted to buy 
them in the open market. The fact that losses of this sort were heavy, 
however, by no means changes the fact that losses on hedges alone 
were extremely severe ; and it is, of course, no defense of the action 
of the revision committee. 

ALLEGED CONSPIRACY IN THE NEW YORK REVISION OF NOVEMBER, 1906. 

This revision of November, 1906, and its consequent losses, caused 
intensely bitter feeling in the cotton trade. Dissatisfaction was 
aggravated because of a well-founded belief that some members of 
the revision committee were short of the market at the time the re- 
vision was made and thus reaped heavy profits from the subsequent 
fall in the contract price, and that others were carrying considerable 
stocks of low-grade cotton which they could, by reason of the unduly 
narrow differences off for such grades, deliver on contracts at an over- 
valuation. Charges were freely made that members of the revision 
committee had deliberately abused their trust and had, in their own 
interest, established differences which they knew to be false. 

Several members of the committee admitted that they were short 
of the New York market or were carrying cotton at the time of the 
revision. Undoubtedly such members made large profits as a result. 
Most of these members contended that this did not influence their 
votes. Others admitted that in their opinion it was practically im- 
possible for members of a revision committee who were extensively 
interested in the market to avoid being influenced by personal con- 
siderations. 

Several members of the committee were opposed to any revision 
whatever, and, although in a minority, they succeeded in preventing 
a proper revision. Those members who opposed a wider revision, in 
defending their action, generally took the ground that they believed 
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that current reports of damage to the crop were greatly exaggerated, 
and that they endeavored to establish differences which, taking into 
account the entire ten months intervening before the next revision 
date, would be fair. This defense only illustrates the inherent defect 
of a system of fixing differences to apply for months in advance. If 
this theory be adopted, it then is the duty of a committee to attempt 
to establish differences which will conform not to current but to pos- 
sible future commercial conditions, and the system degenerates into 
mere guesswork, which, as the result in this case proved, may be very 
far from the mark. 

Some members attempted to excuse their action on the ground that 
the differences reported by southern markets at the time of revision 
were incorrect, but careful investigation shows that, although there 
were occasional errors in quoting commercial differences in some mar- 
kets, there had unquestionably been a material increase in differences 
throughout the South generally prior to the meeting of the committee. 
Others argued that the character of the crop was greatly injured by 
weather conditions after the revision. While there was unfavorable 
weather after the meeting took place, the bulk of the crop had been 
gathered at the time the committee met, and the known damage to 
the crop at that time, which was reflected in spot prices, was so seri- 
<Mis as to demand a much more radical revision than was actually 
made. 

The New York Cotton Exchange has no standard by which the 
revision committee is required to act in fixing differences. It is 
therefore almost impossible to reach a definite conclusion as to the 
justice of charges of improper motives in this or in other cases. It 
is a common occurrence for members of the revision committee to 
be short of the market, so that this fact, in itself, is no proof of dis- 
honesty. The investigation indicates that so far as a majority of 
the committee was concerned the revision of November, 1906, was 
not the result of intentional abuse of trust. On the other hand, 
circumstances point clearly to the fact that certain members of the 
committee were influenced by considerations of personal profit. 

It is proven beyond question that the committee had the power 
to fix improper differences; that some members of the committee 
had very strong personal motives for establishing such improper 
differences; and, further, that the result of their action did enable 
them to reap large profits just as certainly as though they had delib- 
erately intended to establish false differences for that specific pur- 
pose. While, therefore, it can not be asserted absolutely that the 
action of any members of the committee was taken with such delib- 
erate intent, the evidence at least condemns beyond question a system 
which makes such abuse possible, and, indeed, extremely probable. 
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OTHER ALLEGED ABUSES OF POWER BY REVISION COMMITTEES. 

In the opinion of many members of the cotton trade intentional 
abuse of trust by revision committees, or at least by individual mem- 
bers of such committees, has been a common occurrence in New York. 
Substantially the charge is that a clique of New York spot merchants 
have had a predominating voice in the management of the New York 
Cotton Exchange, and consequently in the appointment of revision 
committees; and that they have deliberately abused this power by 
selling future contracts, and thereafter securing the establishment 
of differences under which they could deliver certain grades of cotton 
which they had on hand, or which they contemplated buying in the 
South, at a relative overvaluation, or of differences which would re- 
sult in forcing a decline in the contract price, thus enabling them to 
cover short sales at a profit. It is alleged that certain spot interests 
in New York have thus systematically " milked " the market and 
have reaped enormous profits. 

Such charges, even if true, are very difficult of proof. It is a fact 
that for several years members of the revision committee at New 
York have been drawn chiefly from a limited number of spot cotton 
firms, but that any considerable number of such firms have regularly 
acted in concert to establish improper differences is unlikely. That 
the system has been abused occasionally in this manner, however, can 
not be doubted. 

DISTURBANCES OF PARITY BETWEEN SPOT AND CONTRACT PRICES IN THE 
NEW YORK MARKET A FREQUENT OCCURRENCE. 

Defenders of the New York fixed-difference system have at- 
tempted to maintain that serious errors in differences have been alto- 
gether exceptional. This contention can not be sustained. A detailed 
study of conditions in the New York market for a series of years, 
fully presented in the body of the report, shows that the contract dif- 
ferences of the New York Cotton Exchange have frequently been at 
variance with the commercial differences in southern markets, and 
that this has frequently resulted in disturbances of the parity be- 
tween the spot and the contract price. Furthermore, such disturb- 
ances have been much more marked since the fixed-difference sys- 
tem was adopted than they were before that date. Thus, from 1880 
to 1888, when the commercial-difference system was employed at New 
York, the margin between the spot and the contract price showed a 
marked degree of constancy. During the period from 1888 to 1897, 
when the revision committee was required to meet nine times a year — 
although it seldom changed differences — disturbances in the margin, 
were not frequent or severe except in the crop year 1888-89. During 
most of this period, however, prices of cotton were low and the range 
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of fluctuation for any given year only moderate, so that errors in dif- 
ferences were small in absolute amount. From 1897, when the pol- 
icy of holding only two revision meetings yearly was begun, down to 
the present time, however, disparities in differences have frequently 
been serious, and disturbances of the parity between the spot and the 
future price have been not only pronounced but continuous over 
rather long periods. Prices have ranged most of the time much 
higher than before, so that commercial differences have been greater 
in absolute amount and have varied more. It has been no uncommon 
thing during the past ten years for the margin between spot and con- 
tract prices to exceed 50 or 60 points. Moreover, the margin has not 
been constantly wide, but has fluctuated greatly. This is a very im- 
portant point. It would be largely immaterial what the margin be- 
tween the two prices was if it were only uniform, since operators in 
futures could then allow for it ; but wfth frequent and severe fluctua- 
tions in the margin, such as have occurred in recent years, a very un- 
settling element is introduced into future transactions. 

DISTURBANCES OF MARGIN LESS SEVERE UNDER COMMERCIAL-DIFFBRENOB 

SrSTEM. 

These disturbances in the normal parity between the spot and con- 
tract prices at New York have been largely attributable to the fixed- 
difference system. This is indicated by the fact that in the New 
Orleans market, where commercial differences are applied in settle- 
ment of future contracts, disturbances of that parity have been much 
less frequent and much less severe, as appears from detailed statistics 
covering many years. 

The New Orleans system, to be sure, has by no means worked with 
perfection. There have been temporary errors of moderate amount 
in quoting commercial differences, and these have resulted in tem- 
porary disturbances in the margin between the contract and the spot 
price. It has, however, been possible to rectify these errors promptly, 
so that the extent and duration of the disturbances have been limited. 
Thus, in the season of 1906-7, the margin in New Orleans over several 
weeks exceeded 50 points, but the vigorous complaint which followed 
soon brought a reestablishment of proper differences, and the normal 
margin was restored. Still later, in 1907, the contract price was again 
considerably out of line with the spot price, but this error was speedily 
corrected. 

During the past few months the margin between the spot price and 
the price of current contracts in the New Orleans market has also 
been very wide, at times exceeding 70 points. Such an abnormal 
discount has continued for a considerable time. The Bureau has 
not made an exhaustive investigation of this very recent disturbance 
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in the New Orleans market, but apparently differences off for some 
low grades were too narrow. Some exceptional conditions have, how- 
ever, also recently been in operation. 

A particular complaint against the New Orleans market is that, 
instead of going to an abnotmal discount, the contract price has 
rather frequently gone to a premium over the spot price. It is al- 
leged by some that this is due to a tendency to undervalue cotton de- 
livered on future contracts by means of improper grade differences 
and by means of an unduly rigid classification. While this cause has 
perhaps contributed, the occasional premiums in the contract price 
are apparently due in larger measure to the fact that the contract 
market in New Orleans is much narrower than in New York, and 
more susceptible to squeezes. On the whole, statistics show clearly 
that the New Orleans system has resulted in maintaining a much more 
nearly uniform parity between" spot and contract prices than has been 
maintained in New York under the fixed-difference system. More- 
over, as already stated, in the New York market itself the parity be- 
tween the two prices was well maintained from 1880 to 1888, when 
commercial differences were employed there. 

EFFECT OF ERB0R6 IN DIFFERENCES ON STOCK OF COTTON AT NEW TOBK. 

There has been considerable controversy with regard to the effect 
of the fixed-difference system of the New York Cotton Exchange 
upon the quality and the quantity of the stock of cotton in the New 
York market. Some opponents of the fixed-difference system as- 
sert that differences have intentionally been made erroneous at times, 
with consequent overvaluation of certain grades, for the purpose of 
attracting such grades to New York and of maintaining a stock there 
as a reserve against future contracts. Some defenders of the system 
practically admit this, -but argue that only by such overvaluation of 
grades can a stock of cotton be maintained at New York. Opponents 
of the system argue that errors in differences tend to render the stock 
at New York unsatisfactory in character by attracting thither only 
the surplus or temporarily undesirable grades. Some such opponents 
of the system maintain that under a proper method of establishing 
differences New York would secure a much better assortment of 
grades. Defenders of the system, however, claim that New York is 
naturally a carrying market for surplus grades rather than a market 
for grades currently in demand, and that consequently it can expect 
to receive, under any conditions, only those grades which for the time 
being are not in active demand by spinners. 

The New York market must, of course, if it is to exist at all, 
carry some reserve of actual cotton as a protection against sales of 
contracts. Otherwise the market might easily be "cornered'' be- 
cause of its distance from the cotton belt. Years ago New York was 
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a broad spot-cotton market where large quantities of the various 
grades were received and resold to spinners. In recent years, how- 
ever, the great bulk of cotton consumed by spinners has been shipped 
directly to them from the cotton belt instead of being sent first to 
cotton merchants in New York. Whereas in the early seventies the 
spot business at New York amounted to roughly 500,000 bales yearly, 
or, say, 15 per cent of the crop, in recent years it has rarely amounted 
to 200,000 bales, or to 2 per cent of an average crop. This great 
shrinkage, both relative and absolute, in the volume of spot trans- 
actions in the New York market is a source of great concern to oper- 
ators in futures. 

That overvaluing contract differences have actually been established 
by the New York Cotton Exchange has already been shown. Whether 
such overvaluation has been intentional, for the purpose of attract- 
ing a stock of cotton, can not be definitely proved. In any event, 
the question arises whether such artificial differences actually tend to 
attract a stock of cotton to the New York market. The natural 
effect of errors in differences which overvalue certain contract grades 
is to bring about a discount in the contract price itself sufficient to off- 
set such errors. If this readjustment of the contract price were 
instantaneous, any attempt to use false differences thus to build up 
a stock of spot cotton at New York would at once defeat its pur- 
pose. Such readjustment of the contract price is not immediate, 
however, but is often delayed by cross currents of speculation^ such, 
for instance, as the " covering " purchases of short interests. Dur- 
ing the period of such readjustment, therefore, there is an opportu- 
nity to deliver cotton on contract at New York at an undue profit. 
To this extent the establishment of false differences which overvalue 
certain grades may temporarily draw cotton to New York which 
would not otherwise go there. The tendency to attract cotton in 
this way is, however, necessarily limited to short periods, since the 
relative decline in the contract price due to erroneous differences 
must ultimately bring it about that the net price, allowing for the 
differences, does not exceed the prices of similar grades in other 
markets. Moreover, such overvaluing of grades by means of false 
differences by its very nature tends to attract, and has, in fact, at- 
tracted, the surplus or temporarily undesirable grades of the crop 
rather than a representative assortment of grades, and has thus 
made the New York stock undesirable, as a rule, to the average spin- 
ner. To the extent that the buyer is thus discouraged from enter- 
ing the New York market, that market is unquestionably narrowed. 
It is a fair question, therefore, whether the practice of establishing 
improper differences in the New York market has not tended, on 
the whole and in the long run, to keep cotton from going to that 
market rather than to attract it there. In any event, such a policy 
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of overvaluing differences is improper and uncommercial. It is an 
attempt to establish arbitrarily a price in defiance of natural law& 
The natural and equitable way would be to make the differences cor- 
rect and let the basis contract price itself advance, if necessary, to 
attract cotton. 

ATTEMPTED DEFENSES OF FIXED DIFFERENCES. 

In spite of the arbitrary character of the fixed-difference sys- 
tem, the serious injury to large numbers of operators which has ac- 
companied it, and the danger of deliberate abuse to which it is always 
open, many operators in the cotton market, including some southern 
merchants, contend that the advantages of the system outweigh its 
defects. They urge that it is necessary to have a system under which 
differences can be known for some definite period in advance, on 
the ground that otherwise a merchant can not conduct a spot-cotton 
business with any reasonable degree of certainty. The argument is 
that cotton merchants usually operate on a very narrow margin of 
profit — sometimes not over one-eighth of a cent a pound — and that 
it is impossible for them to take the risk that grade differences apply- 
ing on contract deliveries may be changed after they enter into such 
commitments. For instance, it is argued that a cotton merchant who 
purchases a lot of low-grade cotton like, say, good, ordinary, in the 
interior, and who at once sells a distant future contract against it at 
a time when the difference for good ordinary is 1 cent off, can not 
afford to take the risk that by the time delivery is actually made the 
difference may have widened to 2 cents off, since any such reduction 
in the delivery Value of the cotton would ordinarily be far in excess of 
his anticipated profit on the transaction. If, however, the differences 
existing at the time contracts are thus entered into remain unchanged 
until actual delivery, the seller, it is argued, can calculate his profits 
with absolute precision. This merely means that some one else must 
bear the inevitable and natural risk of the market changes in grade 
differences; that is to say, the supporters of this argument show a 
desire to reduce this part of the business to a " sure thing " for the 
seller. 

As a corollary of the above argument, it is urged that, by reason 
of being able thus to calculate their profits with exactness, merchants 
are able to pay the grower of cotton a higher price for his product 
than they can when they are obliged to take into consideration the 
risk of fluctuations in grade differences. The contention is that, in 
proportion as the risk of the merchant is increased, he is compelled 
to demand a wider margin of compensation for such risk, and conse- 
quently to offer reduced prices to the grower. 

In considering this second point, it must be borne in mind that if 
the fixed contract differences are wrong the tendency is usually to 
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send the contract price itself to a discount relative to the price of 
spot middling cotton. In other words, the risk of fluctuations in 
grade differences which the seller thus escapes is thrown upon the 
buyer; but the buyer, in turn, endeavors to escape it by reducing his 
bids for contracts. The certainty as to the fixed differences is more 
than offset by the greater uncertainty produced in the basis price itself 
by such differences. While occasionally the fixed-difference system 
may permit the cotton merchant to pay somewhat higher prices for 
spot cotton than he could under commercial differences, it is certain 
.ihat this can not be a constant feature of that system. If this were 
the case, it would mean that New York, with its fixed-difference 
system, could regularly pay higher prices for cotton than New Or- 
leans, which in turn would result in drawing practically all the trade 
to New York. That this has by no means happened is a substantial 
refutation of the argument. Indeed, it is the firm belief of many 
persons in the cotton trade that the effect of the fixed-difference 
system has been to depress the price paid the farmer for his cotton, 
instead of to increase it. This matter will be discussed in a later part. 

FIXED DIFFERENCES UNJUST TO THE BUYER. 

The main argument in favor of fixed differences, as above pre- 
sented, considers only the position of the seller of future contracts. 
The answer to it is that, in return for any such additional security to 
the seller, the insecurity of the buyer is correspondingly aggravated. 
The injustice of thus adding to the disadvantage of the buyer is all 
the more indefensible, because, by the very nature of a basis contract, 
his disadvantage is necessarily great. That a basis contract, in con- 
nection with fixed differences, throws the risk of fluctuations in grade 
differences upon the buyer is apparent Advocates of the fixed- 
difference system frankly admit this, but contend that it is alto- 
gether proper. Their argument is that the buyer of any commodity 
necessarily takes the risk of fluctuations in its value subsequent to the 
date of purchase. This argument overlooks the vitally important 
distinction between a basis contract and a specific contract. It is 
unquestionably true that in ordinary contracts for specific property, 
such as a piece of real estate, the buyer who agrees to take such 
property at a future date at a fixed price has no just reason to com- 
plain because, after he enters into such a contract, its value declines. 
It is his business to take the risk of such subsequent change in value. 
The argument that he should take the entire risk of change in value 
under a basis contract, however, by no means follows. The option 
of the seller, under a basis contract, of tendering such grades as he 
may desire creates a fundamental distinction between such basis con- 
tract and a specific contract. The buyer is absolutely unable to 
know with any degree of certainty what grades of cotton he will 
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be compelled to take. If, in addition, he is compelled to take such 
unspecified grades at arbitrary values relative to middling, then the 
contract really assumes much of a gambling character. A contract 
of this sort, while extremely advantageous to the seller, becomes for 
the buyer almost a lottery. The seller not only has the privilege of 
selecting any grades whidi he may desire to tender, without notifying 
the buyer what they are, but also has the obvious inducement to select 
those grades which it will be of the greatest advantage to himself to 
deliver and usually of the greatest disadvantage to the buyer to 
receive. 

On the other hand, the risk to the seller of a future contract under 
a commercial-difference system is very much less than defenders of 
fixed differences maintain, because of this very option of the seller 
to select the grades which he will deliver. It is true that, where 
commercial differences are applied on contract settlements, if the 
seller has only a single grade of cotton which he expects to ddiver on 
a future contract, he may incur an unexpected loss if, before the time 
of delivery, the spot price of that grade declines as compared with 
middling cotton. Most cotton merchants, however, handle large 
numbers of grades, and most of them, moreover, do not expect to 
deliver any large part of their cotton in settlement of future contracts, 
but rather to sell it directly to spinners. It seldom happens that all 
the grades which the seller has decline relatively to middling. He 
can therefore select that grade or those grades for delivery on his 
future contract which have not relatively declined, or those which 
have declined least, and can thus, in a great majority of instances, 
escape loss or materially limit his loss. 

The option of the seller, therefore, makes his risk in entering into 
future contracts under a commercial-difference system insignificant 
as compared with the risk which, by reason of that option, the buyer 
must take under a fixed-difference system. The fixed-difference 
system is, therefore, an injustice; and it is no answer to say that the 
injustice is not concealed but is known to both parties to the contract 

CONTENTION THAT DIFFERENCES SHOULD BE ABSOLUTELY PERMANENT. 

To meet objections to the fixed-difference system, and particu- 
larly the danger that revision committees may abuse their power, 
some members of the New York Cotton Exchange who oppose the 
commercial-difference system have advocated the establishment of 
permanent differences either of absolute amount or based on per- 
centages. It is true that intentional abuse of power by revision 
committees would, under such a system, be eliminated. It is con- 
ceded tliat there would be nothing like a constant margin between 
the spot and the contract price, but that, on the contrary, the margin 
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between the two prices would almost continually fluctuate as a 
result of the adjustment of the contract price to disparities between 
the differences thus permanently fixed and the continually varying 
commercial differences in spot markets. It is urged, however, that 
all interests would be on an equal footing, so that one operator could 
forecast the probable effect of such disparities in differences as well 
as another. As a matter of fact, this is by no means the case. In- 
stead, such a system of permanent differences would almost cer- 
tainly work to the advantage of veteran operators of large resources, 
and particularly to the advantage of manipulators of the future 
market. It would mean the continuation of an extra element 
of chance, whereas a proper system of conducting future operations 
should reduce as far as possible the element of chance. Anything 
which unnecessarily increases the risk, or which unnecessarily re- 
quires operators to consider more factors in judging the probable 
course of prices, unjustly adds to the natural advantage which a 
few operators with superior sources of information and of superior 
ability already have over their competitors. A system of permanent 
differences is particularly objectionable, because it would destroy 
the fundamental basis of hedging, which is one of the most useful 
as well as one of the most legitimate functions of the future market. 
Successful hedging operations, as already shown, are dependent 
upon a fairly constant parity between the spot and the contract 
price. 

ALLEGED ABUSES OF THE COMMEBCIAIi-DIFFERENCE SYSTEM. ■ 

While advocates of fixed differences admit that the system has 
been attended by serious evils, they contend that these evils are less 
serious than those occurring under the commercial-difference system. 
In fact, they assert that it is because of the abuses attending the com- 
mercial-difference system in New York years ago that the fixed- 
difference system was adopted. The substance of such complaints 
against commercial differences is, first, that the committees which 
establish spot quotations or the arbitrators who apply the differences 
on contract deliveries often are deceived by large operators who 
manipulate prices of cotton in the spot market so as to bring about 
improper differences to be used in settlement of contracts; and, sec- 
ond, that those who establish or apply such differences act from 
motives of self-interest or are knowingly subservient to such large 
operators, and still more frequently that they are careless in quoting 
the market. It is asserted that abuses of this character occurred in 
the New York market years ago, when the commercial difference sys- 
tem was in effect, and that they still occur on an extensive scale in 
the New Orleans market 
33222- 
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An instance which caused especial complainii occurred in the early 
part of September, 1907, when differences for several low grades in 
New Orleans were widened by a half cent on a single day, but nar- 
rowed by a half cent three days later. A change of a half cent in 
actual differences in a day very rarely occurs in the spot market, and 
this widening of differences in New Orleans in September, 1907, and 
the almost immediate restoration of the former differences were cited 
as conclusive evidence of manipulation or misquotation. There was 
unquestionably a serious error somewhere. Whether there was 
deliberate abuse of trust, it is impossible to say. Several other 
instances of a similar character are discussed in the body of the 
report. Few of the specific complaints charging such abuses of 
trust were found to have any substantial foundation, and it can 
scarcely be said that any were conclusively proved. The difficulty of 
determining the merit of such charges is, of course, very great One 
thing, at least, is clear, namely, that errors, intentional or otherwise, 
can be at once corrected under the New Orleans system and can not 
be so corrected under the New York system. 

The opportunity for improper establishment of differences under 
the New Orleans system, whether through manipulation of the spot 
market by large operators or through deliberate abuse of power, or 
carelessness on the part of quotation committees or arbitrators, is, 
in fact, narrowly limited by the very nature of the system and by the 
rules under which it is conducted. In the first place, operators who 
seek to manipulate spot prices with a view to misleading quotation 
committees and arbitrators are confronted by the fact that there are 
always other operators in the market whose interests are just the 
reverse of their own. Moreover, even though the market may be 
manipulated to-day, such opposing interests can probably put an end 
to such manipulation to-morrow, and the effect of such errors in dif- 
ferences may be terminated, since the spot quotations, which deter- 
mine the contract differences, are established daily. 

In the second place, if spot-quotation committees or arbitrators 
make mistakes or intentionally abuse their power, they can effectively 
be called to account. This is possible because definite standards exist 
by which committees and arbitrators are bound to act. The rules 
provide that committees must quote actual prices as they find them^ 
and any dealer can challenge the accuracy of such quotations, where- 
upon almost immediate correction is possible. Similarly, arbitrators 
are bound to follow commercial differences in valuing cotton deliv- 
ered on contract. Under the commercial-difference system, therefore, 
errors in differences, whether due to manipulation, to intentional mis- 
quotation, or to carelessness, can be and usually are very speedily 
corrected. In New York, on the other hand, if an improper revision 
is made in November, whether intentionally or unintentionally, the 
differences established must remain unchanged for ten months. 



SUMMARY. 29 

The practice of the New Orleans Cotton Exchange also provides 
numerous safeguards against intentional abuse of power by the quo- 
tation committee. Members of this committee are invariably choeen 
from both buyers and sellers and not from any single interest 
Again, the arbitrators who apply the differences are drawn by lot. 
They are not furnished the names of the parties interested in the de- 
livery, and they are expressly forbidden to act upon any lot of cotton 
in which they are peribnally interested. Moreover, appeal may be 
taken from their award to other arbitrators similarly chosen. 

While charges of intentional or unintentional error in the quotation 
of the spot market or in the arbitration of the value of cotton in New 
Orleans are beyond question exaggerated, on the other hand serious 
errors have at times occurred. Conunittees have at times undoubtedly 
failed to exercise proper care in establishing quotations. Owing to 
the radically opposite views of buyers and sellers, dissatisfaction is 
bound to occur even if quotations were always absolutely accurate; 
but there is undoubtedly need of improvement in the application of 
the conmiercial-difference system in New Orleans. It can not be 
impressed too forcibly upon those responsible for the conduct of the 
commercial-difference system that complete and faithful performance 
of their duties is absolutely necessary. In proportion as they neglect 
this responsibility they discredit the system. 

FIXED DIFFERENCES A DEFIANCE OF COMMERCIAL PRINCIPLES. 

Aside from its tendency to disorganize the future market and to 
favor the seller to the disadvantage of the buyer, the fixed-differ- 
ence system is to be condemned on the broader ground that it violates 
fundamental commercial principles. The underlying principle of 
a basis middling contract undoubtedly is that the seller, instead of 
delivering middling cotton only, may deliver other grades in lieu of 
middling. These other grades must, of course, be delivered on some 
basis. The natural basis unquestionably is their relative values com- 
pared with middling, at the time of delivery, as established in the 
spot market under the free working of the law of supply and demand. 
This basis is historically the only one originally contemplated; it 
has been the only one ever seriously considered in New Orleans and 
Liverpool, the greatest spot markets of the world, and it was the only 
one seriously considered in New York for many years after future 
trading was established there. The fixed-difference system was 
adopted at New York only after that market had ceased to be one of 
the large spot markets of the country. 

The relative values of the various grades of cotton, and therefore 
the differences between those grades and middling, vary as the result 
of natural laws. This fluctuation in the differences is as natural a 
feature of the cotton market as are fluctuations in the price of mid- 
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dling cotton itself. This being the case, there is no sound reason why 
an exchange should arrogate to itself the power to '^ fix " these differ- 
ences any more than it should assume to regulate or fix the price of 
middling cotton itself. Any such " fixing " of differences clearly is a 
defiance of the natural laws of trade. It is doubly objectionable be- 
cause such fixing of differences is left to a committee of men who 
may be, and some of whom usually are, heavily interested in the 
future market, and who thus are subjected to the temptation to fix 
differences improperly in order that they may reap inordinate gains. 

Even if this question of self-interest could be eliminated, however, 
the New York system would be scarcely less objectionable. In the 
first place, even when the differences established by the committee in 
the first instance are in accord with commercial differences, they are 
almost certain to become out of line during the period, whether two 
months or ten months, before the next revision. Since commercial 
differences are subject, under the influence of supply and demand, to 
c6nstant change, there can be no possible certainty that the differences 
fixed on the third Wednesday of November, on the basis of the com- 
mercial differences then existing, will agree with the commercial 
differences three months or six months later. If they do agree, it is 
a mere chance. In the second place, if the committee attempts to 
establish differences, not on the basis of the commercial differences at 
the time of the revision, but on the basis of an anticipated average of 
differences for the period covered, its action becomes, by the very 
nature of things, little more than sheer guesswork. Furthermore, 
since the New York revision committee is practically unfettered by 
any restrictions — that is, since there is no established rule or standard 
to govern its action — the cotton trade is compelled to guess what the- 
ory the revision committee will adopt as to its duty: and in case it 
is believed that the committee will base its action on the probable 
average commercial differences of the ensuing period rather than on 
the current differences, the trade must guess what the committee's 
guess of that average will be. That a great business like the cotton 
business, affecting, as it does, millions of producers and tens of mil- 
lions of consumers, should be conducted on the basis of guesswork is 
preposterous. 

Advocates of the fixed-difference system, while admitting that 
the differences fixed by the New York committee have often been at 
the time, or have subsequently become, out of line with commercial 
differences, have advanced the argument that in the long run the ar- 
bitrary differences of the New York Cotton Exchange have averaged 
about the same as the commercial differences in southern markets. 
This argument means that differences which may be radically wrong 
to-day may prove to be right, or to err in the opposite direction, 
several months later. This argument, even if correct, is absurd. The 
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loss which one buyer of a future contract suffers through having to 
accept grades of cotton at an overvaluation or through an increased 
discount in the price of his contract due to such overvaluation of 
grades, is in no way offset by the gain of some other operator due to 
a subsequent readjustment of differences or to a subsequent reduction 
in the discount in the contract price. Abnormal fluctuations in the 
relation of the contract price to the spot price are not less disastrous 
even if an average of them happens to correspond with what should 
be the constant relation. Instead, an abnormal increase in the dis- 
count and a subsequent decrease in the discount are alike objection- 
able. The argument is on a par with that of the humorist who con- 
tended that, although his watch lost an hour one day and gained an 
hour the next, it was still a good watch because it averaged correct 
in the long run. 

The fixed-difference system is, indeed, a weak . and unbusiness- 
like effort to evade the risk of fluctuations in grade differences. That 
risk clearly exists. It is not met by fixing the contract differences, 
since this merely increases by that much the risk of fluctuations in 
the contract price itself. The adjustment of contract differences ac- 
cording to commercial values is not only just and equitable in theory, 
but tends to safeguard the interests of all operators in the future 
market, and particularly of merchants using that market for hedging. 
The arbitrary fixing of differences, with the consequent readjustment 
of the contract price, on the other hand, is not only inequitable and 
uncommercial in theory, but extremely mischievous in its practical 
results. 

NECESSITl^ OP A RETURN TO A COMMERCIAL BASIS IN THE NEW YORK 

MARKET. 

It is clearly incumbent upon the New York Cotton Exchange to 
readopt the commercial-difference principle, at least in its broad out- 
lines. Whether the commercial-difference system in its entirety, as 
employed in New Orleans, should be adopted by the New York 
Cotton Exchange, or whether some modification of that system 
should be permitted, is, however, an open question. A rigid appli- 
cation of the commercial-difference system would demand that 
contract differences be changed whenever a change occurred in com- 
mercial differences, and, moreover, that they be based upon spot 
quotations m the delivery market itself. Owing to the narrowness 
of the New York spot market, it is impracticable thus to use the 
New York quotations as a basis for establishing contract differences; 
consequently. New York must base its revisions in the main on the 
differences prevailing in leading southern markets. Again, the dis- 
tance of New York from the cotton belt and the fact that the New 
York market is primarily a surplus-grade market where cotton is 
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ordinarily held for some time are factors which properly may be 
taken into account in considering modifications of the commercial- 
difference system. 

Two questions, therefore, arise: First, as to the frequency with 
which revisions ^all be made, and, second, as to the basis for deter- 
mining what the actual conmiercial differences really are. 

With respect to the frequency of revisions, it is significant that 
most of those who oppose the present New York system nevertheless 
assert that differences should not be subject to constant revision, but 
should be changed only at stated periods. 

A considerable portion of the members of the New York Cotton 
Exchange appear to favor a system providing for not more than three 
or possibly four revisions each year. An attempt was made in the 
latter part of 1907 to amend the by-laws of the New York Cotton 
Exchange so that one additional revision should be held in Decem- 
ber, making three in all for the year. This proposed amendment 
was lost on a tie vote. It is unnecessary to discuss suggestions of this 
sort, since it is clear that within a period of a few months it is possi- 
ble — ^and, indeed, extremely probable — ^that disparities will occur 
between differences thus fixed and the commercial differences. 

A more practicable suggestion is that the revision committee shall 
be required to act monthly. In support of this proposition, it is urged 
that ordinarily changes in commercial differences within a period of 
thirty days are unimportant, and that for so short a period changes 
can be foreseen with reasonable certainty. 

While recognizing the fundamental propriety of settling contract 
deliveries on the basis of strictly current commercial differences, the 
Bureau is disposed to the view that a system of revisions at least as 
frequent as once a month, all things considered, might prove as nearly 
satisfactory and equitable in the case of the New York market as any 
system that could be adopted. It is true that during the period from 
1888 to 1897, when revision meetings were held monthly during the 
active part of the crop season, the system did not give entire satisfac- 
tion. It is probable, however, that, in view of the recent agitation 
against the action of revision committees, a return to monthly re- 
visions would be followed by more faithful work on the part of such 
committees than was secured during the earlier period. In the event 
of a return to monthly revisions, however, these revisions should be 
held throughout the crop year and not merely during the active sea- 
son, since previous experience has shown that it is in the summer 
months that disparities between the contract differences in New York 
and the commercial differences in southern markets have often been 
most pronounced. 

With respect to the second question, i. e., the method of determin- 
ing commercial differences, it is probable that an average of the official 
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quotations of several representative southern markets would give rea- 
sonable satisfaction, particularly if allowances were made for the 
relative importance of these markets, and, more especially, for dis- 
crepancies in local standards of classification. The suggestion has 
been made that the New York Cotton Exchange employ its own 
agents and station them in the South for the express purpose of re- 
porting quotations in those markets, these experts to be furnished 
with exact duplicates of the standard types of the New York Cotton 
Exchange, so that the prices which they reported would always be 
on the New York basis of classification. The differences reported by 
such experts could then be averaged, with some allowances for the 
relative importance of markets, by the New York revision committee. 
Such a system of determining differences seems altogether desirable. 
If, however, for any reason it is impracticable, a properly adjusted 
average of the official quotations for representative markets would 
probably answer the purpose. 

It has been argued that a return to commercial differences, whether 
revised daily or monthly, would really mean the destruction of the 
New York Cotton Exchange, on the ground that the New York mar- 
ket would be unable to maintain a sufficient stock of cotton as a 
reserve against its future business. It is difficult to see, however, why 
a return to commercial differences should increase the difficulty under 
which the New York market already labors in this respect. For- 
years the New York Cotton Exchange operated imder a system of 
monthly revisions in the active part of the season. Under that 
system, despite some abuses, the New York market transacted a large 
business in futures and as large a business in spot cotton as it trans- , 
acts at present, and this was at a time when conditions in other re- 
spects were not radically different from those now existing. The 
argument that a system of monthly revisions is utterly impracticable 
is not, therefore, supported by the practical test of experience. 

Moreover, the effect of a difference system upon the business of the 
New York market alone is not a proper basis for framing the rules 
of an exchange. The first consideration is that these rules shall be 
equitable and commercial. If the New York Cotton Exchange can 
not exist under such rules, then it has no right to exist at all. 



CHAPTER I. 

GENEltAL HATUBE OF FVTUSE TSADINO, AND HTNCTIOHS OF 
COTTON EZCHANOES. 

Section 1. Introdnctory. 

Scope of the investigation. — The resolution of the House of 
Representatives of February 4, 1907, regarding the methods of deal- 
ing in futures on cotton exchanges, was phrased as follows: 

Resoh^ed^ That the Secretary of Commerce and Labor, through 
the Bureau of Corporations, be, and is hereby, requested to m- 
vestigate the causes of the fluctuation^ in the price of cotton and 
the (fifference in the market price of the «rarious classes of cotton, 
and said investi^tion shall be conducted with the particular 
object of ascertaming whether or not said fluctuations in the 
prices have resulted in whole or in part from the character of 
contracts and deliveries thereon maae on the cotton exchanges 
dealing in futures or is the result of any combinations or con- 
.^iracy which interferes or hinders commerce among the several 
States and Territories or with foreign countries. 

It is clear, from the resolution and the discussion which took place 
at the time of its passage, that the investigation was intended par- 
ticularly to cover the character of future contracts employed on cotton 
exchanges and the influence which the character of such contracts has 
exerted on prices of cotton, and also whether fluctuations in cotton 
prices have been due to any trade combination or conspiracy. It is 
evident that the resolution called' for an investigation along these 
specific lines, rather than for a general study of the merits and evils of 
the future system as a whole. The Bureau has conducted its investi- 
gation with this fact in mind, and a vast field which might l)e opened 
up by a general inquiry into the future system — ^such, for instance, as 
its moral effect upon the community — ^has been left practically un- 
touched. 

It will be necessary in a subsequent portion of this report to discuss 
briefly the question whether future trading of itself, regardless of any 
special methods under which such trading is conducted, depresses or 
enhances the prices of spot cotton. This subject is extremely com- 
plex; the problem can not be solved by statistical treatment, and 
any conclusions must be largely based on theoretical considerations, 
as to which there is a very great difference of opinion. 

35 
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It should be distinctly understood, therefore, that while the report 
frequently refers to some of the manifest advantages of the future 
system it has not undertaken an exhaustive comparison of these with 
the abuses of that system. Instead, the investigation has been con- 
ducted with the primary objects of studying the character of cotton 
contracts and of ascertaining what effect certain special methods of 
future trading, as actually employed, have exerted upon the price of 
cotton. In this connection certain abuses of the system have neces- 
sarily been carefully inquired into. Other abuses, irrelevant to the 
specific subject, have not even been considered. 

While the inquiry of the Bureau has been thus restricted, it is 
necessary, in order to present the results of the investigation in a form 
intelligible to those not actually engaged in or conversant with future 
markets, to describe briefly some of the leading features of future 
trading. 

What future contracts are. — The system of future trtiding in 
cotton, and, for that matter, in other staple products similarly dealt 
in, is based on contracts on the part of the seller to deliver, and, 
consequently, (mthe part of the buyer to receive, at a time subsequent 
to the making of the contract, a certain quantity of the product at 
a stipulated price. So far as the operation of the contract is con- 
cerned, it is immaterial whether or not the seller, at the time the 
contract is entered into, has the product in his possession, and, in 
fact, the term " futures " is very generally associated with transac- 
tions made at a time when the seller does not actually have the prod- 
uct on hand. In this case he is, in the language of the trade, " sell- 
ing short,'' relying on his ability, before the maturity of his contract, 
to obtain the product which he has thus contracted to deliver or to 
purchase another contract to offset the one thus sold. A future 
contract is, however, quite as properly such in cases where the seller 
has the goods on hand at the time of entering into the contract, 
provided the delivery is set for some date in the future. A " future " 
transaction differs from a " spot " transaction in that the latter in- 
variably represents goods actually on hand or instantly available 
at the time the contract is made, and, moreover, contemplates an 
immediate or an approximately immediate delivery. 

I'iliile future sales often are made by private agreement, apart 
from any exchange, and might exclusively be so made, the term 
" futures '' has come to be associated chiefly with contracts dealt m 
on some organized exchange or board of trade. I^ndoubtedly much 
of the confusion which appears to exist as to the real significance 
of future contracts is due to the detailed methods by which such 
contracts are actually executed on the leading exchanges, and to the 
more or less intricate facilities and instruments necessary to such 
execution. It is important, therefore, to emphasize that, in their 
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nature, future contracts as dealt in on the leading exchanges are 
similar to any contract to deliver goods at a fixed price « at a distant 
date. A farmer who, in the spring, contracts to sell to a local mer- 
chant a stated quantity of potatoes or cotton in the autumn at a fixed 
price is making a future contract just as truly as an operator on an 
organized exchange. Out of the multitude of such future contracts 
on exchanges and the formulation of rules to facilitate dealings in 
them has arisen, however, what may be called the "future system" 
in a special sense. 

Future contracts in cotton have a market price and are quoted just 
as a commodity is. Such contracts are quoted by the month in 
which they mature.^ Thus, contracts for the delivery of cotton in 
July have a distinct price, those for the delivery of cotton in August 
another price, and so on throughout the list of delivery months. Such 
contracts are, in the trade, generally spoken of as " July contracts," 
"August contracts," etc. Their values fluctuate not only from day 
to day, but frequently vary widely during a single day. This is 
shown by the following table, which is practically a duplicate, except 
as to the prices, of those to be found in almost any Aiily newspaper 
which reports the cotton market at all extensively. The quotations are 
in cents per pound. 



QUOTATIONS OP OOTTON FUTURES AT NEW YORK. SEPTEMBER 27, 1907. 



Month. 


HiRh. 


Low. 


Close. 


September 




10.72rd^l0.74 


October - 

November _ - 


10.79 
10.75 
10.98 
11.08 
11.08 
11.20 
11.16 
11.26 
ll.lij 
11.19 


10.56 
10.66 

lojn 

10.88 
10.96 
11.00 
11.07 
11.10 
11.15 
11.17 


10.73mO.74 
10.76@10.78 


December - 


10.92(al0.93 


Jsniiary - 


11.01(?ni.02 


^bnxary . 


11.06(iill.06 


March— _ 


ll.r2(«11.13 


April 


11. 16'rt 11.18 


May .! 


11.2(X»11.21 


Jmie. — -. 

July _ 


ll.2SCall.25 
ll.28rrtll.80 


Aueust - - - 




AUgUHt ^ 







Cotton adapted to the future system. — For the successful con- 
duct of organized future trading on an extensive scale, it is essential 
that contracts for the commodity or grade of the commodity dealt in 
be substantially identical in form. Without such identity, indeed, at- 
tempts at organized future dealings on any such scale as is practiced 

«A8 shown later, in some modern future transactions the entire price Is not 
fixed at the time the original agreement is made. (See pp. 106-108.) 

^As shown elsewhere, the seller has the option of delivering at any time 
during the deliyery month. (See p. 99.) 
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on the leading exchanges would result in hopeless confusion. Such 
identity of form is essential as a result of the very nature of " short " 
sales. The short seller of a future contract can not specify any 
particular lot of goods, since the goods at the time the contract is 
made do not, perhaps, actually exist. He therefore commits himself 
to the delivery of a certain quantity of goods of a certain stipulated 
description. The tender of any* lot of goods covering the requii-e- 
ments of the contract constitutes a fulfillment of such contract, or, 
in other words, the delivery. 

To secure identity in the form of contracts it is desirable that the 
commodity dealt in shall permit of classification into fairly well 
defined and homogeneous grades. In this respect cotton is not an 
altogether satisfactory product. While, as pointed out later, certain 
grades of cotton are recognized in all markets, the classification of 
cotton is not, and probably never can be, an exact science, but is 
largely dependent upon individual judgment, and consequently has 
l)een productive of a great deal of friction. This difficulty in classi- 
fication is one of the chief sources of controversy in the actual con- 
duct of future trading in cotton. Nevertheless, the grading of the 
crop can, within certain variable limits, .be conducted with suffi- 
cient accuracy to make the product adaptable to the future system. 

Again, it is essential that a commodity, to be suited for organized 
future trading, shall not be of a perishable nature. While a seller 
might be willing to commit himself to a future contract in a perish- 
able product — say, for example, strawberries — it is obvious that a 
buyer would not, since if it proved that the price at which he origi- 
nally bought was far above the market price at the time delivery was 
made he would have no recourse, owing to the perishable nature of 
the fruit, except to sell it at once for what it would bring and accept 
the loss. With an imperishable article, like cotton, cm the other 
hand, he could wait, and hope for an improvement in the market to 
let him out of his venture with a profit. 

For active future dealings in any commodity it is necessary that 
its value be subject to more or less change, since it is such change that 
creates the possibility of speculative gains by those trading in it. At 
the same time it is essential that the commodity, in order to be attract- 
ive for such speculation, shall not be subject to violent changes of 
an altogether arbitrary character — such, for instance, as a rapid arti- 
ficial increase or decrease in the supply. In both these respects cotton 
is fairly wiell adapted to the future system. The effect of changes in 
the annual production is to create changes in the value, and it is the 
business of those operating in futures to forecast such changes as 
best they may. On the other hand, the supply is dependent on the 
outcome of the year's harvest, and after this is completed there is no 
possibility of increasing it until another season. The supply thus 
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being limited for a definite period, the operator in future contracts 
is protected against a sudden and artificial increase which might 
upset all calculations. It is obvious that organized future trading in 
a commodity would \>e extremely hazardous if the supply could be 
increased almost indefinitely at will pending the contemplated time 
of delivery. Of course, future dealings in products of this class are 
made in large numbers by private agreement, without an organized 
future system. 

It is apparent, therefore, that cotton, being a product of the soil, 
of which only a single crop is obtained in a year, and, furtl^ermore, 
a product not of a perishable nature and one which permits of a con- 
siderable degree of classification, is adapted to organized future 
trading. 

Origin of future system in the cotton trade. — Future trading 
in cotton, in the modern acceptance of the term, is of comparatively 
recent origin. Up to about forty-five years ago future sales of cotton 
were virtually unknown. There were practically no short sales — 
that is, merchants at this date would not contract at a time when 
they had no cotton on hand to supply a spinner with his re<iuire- 
ments at some future date and run the risk of not being able to secure 
the cotton in the meantime. Instead, spinners, both in this country 
and abroad, usually accumulated large stocks of actual cotton for 
their future needs. Indeed, at this time an extensive system of for- 
ward or future contracts was almost impossible, owing to the lack 
of nde<]uate means of communication. The first successful Atlantic 
cable had not be^n laid and the telegraph was still in its infancy, 
while the telephone had not been invented. It is true that future 
transactions in cotton were made 3uring the civil war, but it appears 
that the price at which the cotton was thus secured was considered of. 
less importance than the certainty of getting the cotton at allf and 
there was nothing like what could be called a future system at that 
time. 

There can be no doubt that the extremely unsettled conditicms 
which prevailed just after the close of the civil war had much to do 
with the development of the future system. With many plantations 
in the South ruined, the cotton crops of that period were compara- 
tively small. The average crop in the United States for the three 
years ended in 1861 was over 4,400,000 bales, whereas for the four 
years ended in 18()9 the average was only about 2,500,000 bales. 
Prices in the later period were extremely high, and owing to the 
unsettled state of affairs, and particularly of the currency, fluctua- 
tions were violent. The spinner who was about to contract ahead 
for the sale of his cotton goods was unwilling to depend upon day 
to day purchases of cotton at widely varying prices, and yet was 
unable to buy his entire wants at once in the spot market. On the 
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other hand, the cotton merchant was anxious to dispo^ of his stock 
when prices touched a high level and to sell an additional quantity 
at such high levels for more distant deliveries, relying on his ability 
to secure the cotton in the meantime at lower prices. The two par- 
ties in the market were therefore both ready for some system by 
which they could go beyond the narrow limits of the moment. Both 
were, in other words, ready for organized future trading. The in- 
troduction of the future system was undoubtedly hastened by the 
remarkable improvement in means of communication and trans- 
portation which occurred just at this period, particularly by the 
extension of telegraphic service and the successful operation of the 
trans- Atlantic cable. A manufacturer in Fall River or Liverpool who 
was offered a long-term contract for the delivery of cotton cloth, and 
who formerly might have declined it unless he was fortunate* enough 
to be carrying a large supply of cotton, was now in a position, by 
utilizing the future system, to contract for his requirements of raw 
material on short notice. The willingness of sellers to enter into 
such contracts was increased by the same causes, and furthermore by 
the fact, explained in the next section, that the risk of such opera- 
tions was greatly reduced by the vpty ngfnr^ nf iha fnfnrQ sygt^m 
itself. 

A further important fact was that the new system greatly facili- 
tated speculation. Hitherto speculation in cotton had been mainly 
on the buying side, and was in the form of an accumulation of a 
stock in anticipation of an advance in the price. The future system, 
through the opportunity which it offered for forward or short sales, 
enabled speculators with equal facility to sell cotton at a time when 
they did not actually possess it, in anticipation of an expected decline. 

Under these conditions the development of the system, as just 
stated, progressed rapidly. By 18G8 future sales had become a 
distinct feature of the cotton business. In its review of the New 
York cotton market for December, 18G8, the New Orleans Price Cur- 
rent made the following comment : 

In December there was a fair demand, and prices for the most 
part were steady, though occasionally affected by the contracting 
for future delivery, which now began to be a feature in the mar- 
ket, at prices 1 to 2 cents below those current for spot lots. 

About this time dealings in future contracts were regularly re- 
ported in the leading trade journals. With this rapid development 
of the business came the organization of cotton exchanges." 

An idea of the development of the futui'e system is obtained from 
the following excerpt from an address by Arthur R. Marsh, a mem- 
ber of the New York Cotton Exchange, before the National Associa- 

* See page 55, 
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tion of Cotton Manufacturers at Washington, D. C., on October 4, 
1907: 

Before the civil war the cotton business in New York was 
simply one form of the old-fashioned commission business, ex- 
actly like the business of handling molasses, sugar, hides, wool, 
country produce, and many other similar agricultural com- 
modities. * ♦ * 

The civil war completely upset the re^lar conduct of the 
cotton business in New York, as just described. While it lasted 
there were, of course, no regular shipments of cotton to New York 
from the South, and the only source of supply consisted of lots 
of cotton which the Government from time to time got hold of 
through the canture of blockade runners or through confiscation 
in the South, rfaturally, such lots of cotton could not be handled 
on a commission basis, but had to be bought outright as a specu- 
lation. The huge profit made by some of those who bought this 
Government cotton was the real l>eginning of general speculation 
in cotton in this country. And the same thing happened across 
the water, in Liverpool. The fierce demand and the uncertain and 
inadequate supply gave opportunities for vast and sudden profits, 
such as have never been seen before or since in connection with 
any commodity. And, curiously enough, it was out of this wild 
speculation of the time of the civil war that the entire modem 
method of handling the cotton business was evolved, for, in their 
eagerness to get hold of cotton, speculators began to buy not only 
actual cotton on the spot in New York or Liverpool, but " cot- 
ton to arrive," when they got wind of a lot of cotton on some ship 
destined for one or otljer of those ports. Here was the beginning 
of the system of trading in cotton futures, which has gradually 
revolutionized the whole cotton business in every root and branch, 
for certain very clever men, whose business was that of cotton 
merchants and not speculators, saw a way to make use of the 
extensive trading in contracts for " cotton to arrive " as a pro- 
tection to themselves in their legitimate buying and selling of 
actual cotton. 

It wi)s two or three years after the civil war that this new con- 
ception of the cotton business took shape in the mind of one of 
the most brilliant cotton merchants the world has ever known, 
the late Mr. John Rew, of Liverpool, whose firm is still in exist- 
ence. In 1868 or 1869 Mr. Rew saw that the newly laid Atlantic 
cable made it possible for a cotton merchant in Liverpool to 
ascertain with unheard-of quickness the price at which actual 
cotton could be bought in the Southern States and the approxi- 
mate date at which it could be shipped to England. He saw 
also that if the price that was being bid in Liverpool for " cotton 
to arrive " was high enough to enable him to buy the cotton in 
the South and sell contracts for this same " cotton to arrive " in^ 
Liverpool, two or three months later, he could enter into the 
transaction with entire safety, as when his cotton reached Liver- 
pool he could either deliver it to the parties to whom he had sold 
the contracts, or if some spinner was willing to pay a higher rela- 
tive price than the holder of the contracts had agreed to pay he 
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could buy back his contracts and sell the cotton to the spinner 
with the larger profit to himself. 

******* 

The immediate and large success obtained by Mr. Rew in his 
new way of conducting the cotton business attracted the instant 
attention of the ablest cotton merchants both of Liverpool and 
New York; and when, a year or two later (in 1870 and 1871, re- 
spectively), the Liverpool Cotton Association and the New York 
Cotton Exchange were organized the best men in the trade had 
adopted the new scheme as the basis of their business. Already 
before the organization of these great exchanges the methods or 
dealing in contracts for " cotton to arrive " or " for future de- 
livery^ had become fairly well systematized. For example, the 
contract unit had already been made 100 bales, or, rather, a suffi- 
cient weight of cotton to be equivalent to about 100 bales as 
generally put up in the South. The period during which de- 
livery might be made under the contract had been fixed at two 
months in Liverpool and one month in New York, the reason 
for this difference being that in those days the duration of an 
ocean voyage to Liverpool was necessarily uncertain, and it was 
considered fair that a delivery of cotton out of a vessel arriving 
at any time during two coupled months should be a good delivery. 
Hence, we have to this day (though such will not be the case 
after January 1, 1908) » all the trading in Liverpool contracts 
done in coupled months, i. e., May-June, July-August, Jan- 
uary-February, etc. In New York, on the other hand, it was 
felt that the arrival of cotton could be calculated within a single 
month, and so contracts for future delivery covered only one 
month — January, March, July, etc. These details and many 
others \vere at once embodied in the bv-laws and rules of the 
Liverpool and New York exchanges, and other by-laws and rules 
were adopted to produce absolute uniformity, equality, and fair- 
ness in all trading, whether between members of the exchanges 
themsi^lves or between members and the public at large. Here, 
then, at last the cotton merchants who had seized upon Mr. John 
Rew's new metliod of conducting the cotton business had all the 
facilities they required. 

Section 2. Binding nature of fntore contracts. 

Trading in future contracts on various cotton and produce ex- 
changes of the country has now reached enormous proportions, and 
since a large proportion of such dealings is undoubtedly of a sj^ecu- 
lative nature, undertaken by persons who have no direct interest 
either in the production or the distribution of the real article, these 
operations arc often regarded by a large portion of the community 
jis purely of a gambling character. Operations in future contracts 
are, in tlie min(Is of many persons, of a character exactly similar to 
wagers on horse races or any other form of bet. Undoubtedly, as far 

« The requirenieut for deliveries In a single month was reconsidered and the 
practice of allowing deliveries through coupled mouths is still followed. 
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as many individual traders are concerned, this popular view is cor- 
rect. It is important, therefore, to point out that regardless of the 
intent of many individual traders in future contracts the operation 
is radically different from a wager pure and simple^ 

In the first place, a future contract is, as its name implies, a definite 
agreement on the part of one party to deliver to another party, who 
in turn agrees to receive, a certain quantity of merchandise within a 
fixed period of time at a fixed price. While such contracts when 
first made are usually confirmed merely by word, or even by a sign, 
such as the uplifting of a finger or a nod of the head, they are later 
recorded, either in full or in the form of a memorandum of the same 
force and effect and are absolutely binding upon the parties entering 
into them. The seller of such a contract is absolutely liable for the 
delivery, and if called upon for such delivery by the buyer he can in 
no way avoid compliance with the terms of his contract except under 
unusual conditions especially provided for. Failure to make such 
delivery will subject him, in all probability, to suspension, at least 
temporarily, from the exchange with which he is connected, and 
render him liable to legal action on the part of the purchaser. In 
actual practice it is undoubtedly true that a large number, and prob- 
ably a considerable majority, of buyers of future contracts on the 
leading exchanges^ do not desire the delivery of actual cotton, and 
that a majority of sellers, on the other hand, do not contemplate mak- 
ing such physical delivery. Such a buyer of a contract instead of 
receiving the actual cotton sells but his contract to another party, or 
perhaps to the very man from whom he originally bought it. In other 
words, instead of taking the cotton he merely gains or loses the differ- 
ence between the price at which he bought his contract and the price 
at which he sells it out. The second buyer, in turn, may have bought 
the contract with the same speculative intent, and, instead of receiv- 
ing actual cotton, may likewise sell out the contract at any time prior 
to the date of maturity. Eventually, however, since the contract has 
a fixed date of maturity, the ultimate purchaser must, at the stated 
time of delivery, receive the actual cotton — and this whether he de- 
sires to or not.* When the time for making delivery has expired, he 

« The term " future contract," or the term " contract/' as used in this report, 
unless otherwise clearly indicated, refers to a contract made on some cotton 
exchange and not to outside contracts made in the course of spot business. In 
the same way " contract cotton " means cotton delivered or intended for de- 
livery on exchange contracts and not on outside contracts. 

* In practice it very frequently happens that an operator has both bought and 
sold for the same delivery month, and that his contracts consequently balance one 
another except as to price. In such cases actual delivery is unnecessary and Is 
often avoided by means of "ring" settlements or direct settlements or transfer- 
able notices. These practices In no way affect the binding nature of the con- 
tract, and need not be considered here. 
33222—08 5 
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can not sell out his contract. This fact and the fact that any buyer, 
from the first to the last, can if he chooses hold his contract and com- 
pel the seller to deliver the actual cotton when the date of maturity 
arrives give trading in futures a character entirely different, in prin- 
ciple at least, from that of a mere wager or h^. 

Legality of future contracts. — In this copnection it is important 
to point out that the fact that one party to a future contract has been 
actuated by purely speculative or even gambling motives does not 
give the contract a gambling character within the definition of the 
law. In the case of Irwin v. Williar (110 U. S., 499, 507-508) the 
trial judge in his charge to the jury said : 

On their face these transactions *» are legal, and the law does 
not, in the absence of proof, presume that the parties are gam- 
bling. 

A person may make a contract for the sale of personal prop- 
erty for future delivery which he has not got. Merchants and 
traders often do this. A contract for the sale of personal prop- 
erty which the vendor does not own or possess, but expects to 
obtain by purchase or otherwise, is bindmg if an actual trans- 
fer of property is contemplated. A transaction which on its 
face is legitimate can not be held void as a wagering contract 
by showing that one pafty only so understood and meant it to be. 

The proof must go further, and show that this understanding 
was mutual — that Doth parties so understood the transaction. 
If, however, at the time of entering into a contract for a sale of 
personal property for future delivery it be contemplated by both 
parties that at the time fixed for delivery the purchaser shall 
merely receive or pay the difference between the contract and 
the market price, tlie transaction is a wager, and nothing more. 
It makes no difference that a bet or wager is made to assume the 
form of a contract. Gambling is none the less such because it 
is carried on in the form or guise of legitimate trade. 

It is not sufficient for the defendant to prove that Irwin & 
Davis never understood that they were to deliver wheat in ful- 
fillment of the sales made for them by the plaiptiffs. The pre- 
sumption is that the plaintiffs expected Irwin & Davis to execute 
their contracts, expected them to deliver the amount of grain 
. sold, and before you can find that the sales were gambling trans- 
actions and void you must find from the proof that the plaintiffs 
knew or had reason to believe that Irwin & Davis contemplated 
nothing but a wagering transaction, and acted for them accord- 
ingly. If the plaintiffs made sales of wlieat for Irwin & Davis 
for "future delivery, understanding that these contracts would 
be filled by the delivery of grain at the time agreed upon, Irwin 
& Davis were liable to the plaintiffs, even though they meant to 
gamble, and nothing more. 

The Supreme Court sanctioned this view in the following language: 

No objection seems to be made to this charge, so far as it de- 
fines what constitutes a wagering contract, and we accept it as 
a correct statement of the law upon that point. 



«Tliat Is, sucn dealings in future contracts. 
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From the above excerpt from the decision of the United States 
Supreme Court and the statement previously made that the buyer 
of a future contract for cotton can in all cases (except under certain 
unavoidable circumstances) compel the seller to make actual de- 
livery thereon, and, fu' ther, from the fact that the ultimate buyer of 
the contract must receive the cotton tendered, it is quite evident that a 
future contract in cotton, in the absence of positive evidence that 
both parties to such contract understand it to be a mere wager, does 
not come within the legal definition of gambling. Of course, the 
spirit of one party to such contracts is frequently of a purely 
gambling character, and in many cases both parties may be actuated 
by nothing moffe than gambling motives, but unless jt can l^e shown 
that this understanding was mutual it is clear from the above opinion 
of the court that the contract could not be overthrown on the ground 
that it was a mere wager. . It will be understood that this statement 
applies to the principle of future trading. Obviously, certain forms 
of contract or certain particular methods of trading might be de- 
clared illegal without in any way affecting this general principle. 

The following distinction between gambling and speculation, made 
by H. C. Emery in his work on Speculation on the Stock and Prod- 
uce Exchanges of the United States, is of interest in this connection : 

Gambling is a transaction in which one party pays over a sum 
of money from his own wealth because of the occurrence of a 
chance event. Speculation is a transaction in which one acquires 
by purchase the right to a certain property (not specifically des- 
ignated perhaps) and gains (or loses) for himselr the* difference 
fetween the value of the property at the time of the sale and its 
value at the time of purchase. The difference is a significant 
one. In gambling one party must lose just what the other wins. 
In speculation this is not necessarily so. A dealer in wheat may 
buy of a farmer and sell to a speculator, and the wheat be sold 
at a constantly rising price through a line of speculators, till 
bought by p. miller for grinding at the highest price of all. 
Neither the dealer nor the miller loses by the transaction, which 
.is not speculative on their part, yet each speculator in turn wins. 
The reason is that there has been an actual increase in value. 
The gains of the speculators result from the division among them 
• of this increase. * * * How nuich of such business is de- 
sirable, how far it is marked by the same spirit as gambling, 
are questions not raised at this point. We shall not hesitate 
to speak of some transactions in general terms as of a gambling 
nature, and yet it is well to keep clear this objective and economic 
distinction between gambling and speculation. Both depend on 
uncertainties; but whereas gambling consists in placing money 
on artificially created risks of some fortuitous event, speculation 
consists in assuming the inevitable economic risk of changes in 
value.<» 

<»H. C. Emery, Speculation oii the Stock and Troduco Kxchauges of the 
I'nited States, p. 100. 
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Distinction between " options " and future contracts. — ^Future 
contracts are often, though incorrectly, spoken of as synonymous 
with " options." There is a wide difference between the two. "Op- 
tions," as the word implies, are mere privileges entitling one party, 
for a fixed consideration which is really nothing more than a forfeit, 
to call, upon the other party for, or to deliver to him, a certain quan- 
tity of merchandise at a fixed price. The important distinction is 
that these are mere privileges which may or may not be exercised; 
whereas, in the case of a future contract, no such choice is allowed. 
An option which entitles the buyer to demand of the seller the deliv- 
ery of a certain quantity of goods at a fixed price is known. as a 
" call," while ope which entitles him to deliver to rtie seller of the 
option such goods is known as a " put." Sometimes two options are 
combined in one, and the transaction is then usually spoken of as a 
" spread " or " straddle."* 
7 A call may be described more concretely as follows: An operator, 
say, in the stock market, at a time when a certain stock is selling at 
par (100), believes that it is going much higher. Instead of buying 
the stock outright or on margin, he buys from a person having a con- 
siderable quantity of the stock the right to call upon that person for 
a certain number of shares within a fixed time, at a certain price above 
the market, say at 105. For this privilege he pays the other party, 
say, $2 per share. If, prior to the expiration of the time limit, the 
price has gone to 110, the buyer of the call may demand the delivery 
of the stipulated number of shares, which the seller must deliver at 
the stipulated price of 105. The buyer then sells put his stock at 110 
and makes a profit of '5 points, less the 2 points he paid for his call 
and other expenses, such as commissions. On the other hand, if the 
price goes to 95 without recovery during the time limit, the buyer of 
the call will not demand delivery, since he would still have to pay 
the stipulated price of 105, but will allow his option to lapse, in which 
case, of course, he forfeits the price paid for his privilege. 

A put is just the reverse of a call. For instance, an oi)erator in the 
stock market, at a time when a given stock is selling at 100, believes 
that it will go to, say, 90. Instead of selling it short, in which case 
he would have to put up a considerable margin and run the risk of 
heavy loss in case the market advanced instead of declined, such an 
operator buys from another operator, who is not of the same mind, a 
put; that is, he buys the privilege or right to deliver to this second 
operator a given number of shares of this stock at, say, 98 at any 
time within a certain agreed period. For this privilege he may pay 
the seller of the put, say, $2 a share. If the stock goes to 90 within 
the time limit, the buyer of the put will buy the stipulated number 

tt Such strnddleH should not be confused with straddles ou regular future eon- 
tracts, described in Chapter V, page 229. 
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of shares in the open market and deliver them to the seller of the 
put, who must take them at 98; the buyer of the put (who, it may 
be noted, is the deliverer of the actual stock) therefore makes 8 
points on the transaction, less 2 points to cover the cost of his put 
and incidental expenses such as commissions. If, on the other hand, 
the stock advances above 100, the buyer of the put obviously will not 
exercise his privilege, but will simply forfeit the price which he paid/L 
for the put. ' 

The above description explains the theory of these operations. In 
actual practice the two parties to these options usually make a settle- 
ment without the actual transfer of the stock; that is to say, in the 
ease of the call described, the buyer of the call, instead of actually ^ 
demanding the stock from the seller at 105 when the market price 
reaches 110, simply receives from the seller of the call a payment of 
$5 a share, less the cost, without any actual transfer or resale of the 
stock. On the other hand, if the operator buying the call has sold 
stock short at 110, relying on his call to protect him, he may actually 
demand the stock and deliver it to the party to whom he has sold.« 

The cost of such options varies, of course, with tl^e conditions of 
the market and the views of the two parties concerned, but ordinarily 
the amount of money required to deal in options or privileges is 
relatively small as compared with that necessary to buy or sell the 
securities in question, even on a margin basis. These privileges, 
therefore, afford a means for speculating with the use of only a very 
small amount of capital. Furthermore, it is to be emphasized that 
it is optional with the buyer of such privilege whether he will exer- 
cise it or not It is, therefore, apparent that, whatever their legal 
status, such privileges have much of the character of an ordinary 
wager.* Further discussion of the matter is unnecessary here, since 
the rules of both the New York Cotton Exchange and the New Or- 
leans Cotton Exchange — the only exchanges in this country on which 
organized future business in cotton is conducted-rexpressly forbid 
dealings in such options or privileges; indeed, exchanges rather gen- 
erally prohibit such transactions on their floors, whether in stocks 
or in commodities. 

Rule III of the New York Cotton Exchange, on thfs point, is as 
follows : 

All trading in puts and calls is strictly prohibitedi Anyone 
offering to trade contrary to the provisions of this rule shall be 

« Calls are also used by short sellers, so that in case the market advances 
unexpectedly they can demand stock on such calls and limit loss on their 
short soles. 

^ It should be noted, however, that even in the case of these privileges there 
is a right to require or to make delivery of the actual product, in which resjiect 
they differ widely from a mere bet. 
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deemed to have acted in violation of it and shall be subject to a 
fine of $10 for the first offense, and on a further violation may be 
suspended, at the discretion of the board of managers. 

The corresponding rule of the New Orleans Cotton Exchange is 
as follows: 

Dealing, or offering to deal, in " puts '' and " calls " on the 
floor of this exchange is strictly forbidden, and any member vio- 
lating this rule, for the first offense, will be censured ; for the 
second offense, suspended ; and for the third, expelled. The floor 
committee and the various ofiicers of the exchange are charged 
ivith reporting any violation of this rule. 

Section 3. Future system as a means of insurance against risks of transac- 
tions in actnal cotton — ^The " hedging " function. 

Not only is future trading, in the absence of definite knowledge by 
both parties that there is a mutual intention to gamble, sanctioned by 
the law, but it is an important fact that, notwithstanding the enor- 
mous amount of purely speculative operations upon leading cotton 
exchanges, the future trading system is very extensively used to 
facilitate transactions in the actual staple, and for the purpose, not 
of speculation, but in large measure of avoiding speculation. 

In using the future system to facilitate actual transactions in spot 
cotton it is obvious, in the first place, that it may thus be used by 
either the grower of cotton or by any other seller to dispose of his 
cotton at a distant date by simply selling a contract maturing at 
that date, and, when the contract matures, completing the transaction 
by a physical delivery of his cotton thereon. Thus, if, say, in No- 
vember, January futures — ^that is, contracts for the delivery of cotton 
in January — are comparatively high, a grower or a holder of cotton 
may, through some broker on a cotton exchange, sell such January 
contracts, and when the month arrives deliver or, to use the trade 
expression, " tender " the actual cotton against them. 

In the same way a manufacturer of cotton goods, instead of buying 
his entire supply at the beginning of the season, might in theory dis- 
tribute his purchases throughout the year by purchasing contracts 
for different months through a member of a cotton exchange and as 
the contracts mature receive actual cotton in fulfillment of them. 
Some of the reasons why in practice this system is not extensively 
employed by spinners in just this way will be extensively discussed 
in a later Part of this report. 

The above description illustrates the simplest use of the future 
system. The system is employed in a quite different manher, how- 
ever, by buyers and sellers of actual cotton as a sort of insurance 
against violent fluctuations in price during the period between the 
original purchase or sale and the final delivery of the product. This 
employment of the future system, which is technically known as 
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" hedging," is an exceedingly important feature of modern trading 
in cotton, and, unquestionably, an extremely valuable one. In sub- 
stance the process of hedging is as follows: A cotton merchant in 
the South contracts by private arrangement outside of the exchange, 
say, in July, when the old crop is practically exhausted and before 
the new crop has matured, to deliver to a spinner, say, in New 
England or in Liverpool, 10,000 bales of cotton in the following 
January at a fixed price. At the time of making this agreement 
he has no cotton in his possession and has no means of immediately 
obtaining it in the market. Suppose the price stipulated is 8 
cents a pound, this figure representing the price at which the merchant 
expects to be able to buy the cotton, plus an allowance for his expenses 
and profit on the transaction. If subsequently, owing to early frosts, 
serious storm damage, or any one of a number of causes, the price of 
cotton advances to 10 cents a pound, the seller of this cotton is ob- 
viously confronted with a heavy loss, since he must go into the market 
and buy the actual cotton at the advanced price. Under the future 
system this loss may be very largely avoided by hedgi ng. To escape 
such loss the seller of the 10,000 bales of cotton, immediately on enter- 
ing into his agreement, buys on the exchange a corresponding amount 
of future contracts for cotton deliverable in January.* For these con- 
tracts let it be assumed that he has paid 7^ cents per pound, or a 
half cent under the price at which he has undertaken to delivet 
cotton in January. This is a reasonable assumption; in fact, in 
f actual practice it is the custom for such sellers of cotton to calcu- 
late the number of points (hundredths of a cent) necessary to cover 
their expenses and allow them a |)rofit, and then to agree to deliver 
cotton to spinners at such number of points above the current price 
of some future delivery ; that is to say, if in July exchange contracts 
for January delivery are selling at 7^ cents^ a cotton merchant 
would reckon the number of points necessary to cover his expenses 
and profit, and then agree to deliver the cotton to a spinner at 
this number of points above, or, to use the trade expression, " on " 
the current price of January contracts.*^ In the case assumed it may 
be considered that the margin thus allowed is a half cent. The 
merchant has, then, bought future contracts for 10,000 bales of 
cotton at 7i cents, and has agreed to sell a corresponding quantity 

<» In hedging It is not imperative that contracts be bought which mature in 
the same month that the actuat cotton is deliverable, but this is very 
frequently done. 

^It will be understood that prices quoted in connection with such contracts 
are invariably prices per pound. 

<^Allowance must also be made for differences in the value of various grades 
of cotton. (See Chap. III.) 
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of cotton to a spinner at 8 cents, the margin of one-half cent being 
intended to cover his expenses and leave him a profit. If this 
margin is maintained intact he is satisfied. Suppose that the price 
of cotton in the spot market advances sharply to 10 cents before he 
has purchased the 10,000 bales which he has agreed to deliver to the 
spinner at 8 cents. Theoretically, the merchant could protect him- 
self by simply holding his future contract ^u ntil January and then 
take up the cotton upon it and in turn deliver this cotton to the 
spinner. In practice, however, owing to the fact that such agree- 
ments with spinners are usually for specified grades, while future 
contracts on exchanges are not," the merchant does not ordinarily 
take up cotton on his future contract ; instead, he goes into the spot 
market and buys cotton necessary to meet his engagement with the 
spinner, paying therefor the advanced price, which in the case as- 
sumed would be 10 cents. This cotton he must deliver to the spinner 
at 8 cents; consequently he has suffered a loss. But in the meantime, 
under a normal working of the future system^ his January future 
contract which he bought on the exchange at 7^ cents should have 
likewise 'advanced by substantially the same amount, or to 9^ cents. 
He sells out his future contract, therefore, at a profit suflBcient to 
offiset the loss suffered on his transaction in spot cotton. Even if it 
be assumed that he receive cotton on his future contract instead of 
selling that contract out, he should nevertheless be able to sell this 
cotton in the spot market at a corresponding profit, which would 
offset his loss on spot cotton purchased. In other words^ his margin 
of profit remains intact and his loss on the actual cotton is covered 
by the profit on his future transaction. If, on the other hand, the 
price of cotton in the open, market goes down, it is to be expected 
that the price of future contracts on the exchange will go down in 
sympathy. In this case he will sell out his future contract at a loss, 
but, on the other hand, he should be able to buy his actual cotton 
in the spot market at a correspondingly lower price than he had 
originally calculated,' so that his profit on this spot transaction will 
counterbalance his loss on his operation in futures.^ 

In the cases described the hedging process was resorted to to pro- 
tect a merchant who had sold cotton ahead at a time when it was not 
actually obtainable in the spot market. The future system may be 
used in a similar manner to protect a merchant who has accumulated 
a stock of cotton for which he does not have an immediate demand. 
Assume, for instance, that a large cotton merchant in the South is 
compelled to take cotton from growers at the beginning of the crop 

«See Chapter II. 

^This statement Is a general one and subject to modification owing to the 
fact that prices of all grades of cotton do not fluctuate in equal amount. (See 
Chap. III.) 
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year in very large quantities, and much faster than he can dispose of 
it to spinners. This is, in fact, a very common occurrence in actual 
practice. Obviously, as his stock accumulates he is liable to lose 
heavily in case the price of cotton declines. To protect himself he 
again resorts to the future market. In this case, however, instead of 
buying future contracts he sells them short. Thus, if he finds in 
September that he has 10,000 bales of cotton on hand for which he 
has paid 8 cents, he sells a corresponding number of contracts for 
delivery,, say, in January, at, say, 8 J cents.® If owing to an enormous 
crop or a poor demand the price of cotton in the open market goes 
down, his hedge affords him a double protection. In the first place 
he can simply hold his cotton and when his future contracts mature 
deliver.it upon them, in which case he will, of course, obtain not the 
reduced price prevailing at the time the cotton is actually delivered 
but the price at which he actually sold these contracts, namely, 8^ 
cents.* 

In practice, however, the merchant does not usually thus deliver 
his stock of cotton in fulfillment of future contracts thus sold, but as 
the season advances he sells out his actual cotton even though at a 
lower price. Let it be assumed in the case under consideration that 
he sells his i^tock of 10,000 bales at 7 cents, or at 1 cei\t less than it 
originally cost him ; he has then lost 1 cent a pound, not taking into 
account carrying charges which have accrued in the meantime. To 
offset this loss he should be able to buy future contracts on the ex- 
change for 10,000 bales against those which he had sold in September 
at 8^ cents, obtaining these at a corresponding decline of 1 cent, or, 
say, 7i cents. The contract thus purchased will, of course, offset the 
contract previously sold. In other words, against a loss of 1 cent on 
his spot transaction he has made a profit of 1 cent on his transaction 
in futures, so that the margin of one-half cent which he allowed to 
cover expenses and profit again remains undisturbed. 

In ordinary business such a merchant, instead of selling out all his 
stock of cotton at one time and at one price, disposes of it in parcels at 
varying prices; but as fast as he sells a given quantity, say, 1,000 
bales of his actual cotton, he at once buys future contracts for a like 
amount on the exchange at corresponding prices so that when his 
actual cotton is all sold he has " bought in " sufficient future contracts 
to offset or " cover " those previously sold. 

The opportunity for using the future market for hedging purposes 
is also open to the spinner. Take the case of a spinner who requires 

« Owing to the expense of carrying cotton a merchant should, unless a decline 
in the market is anticipated, be able to sell a distant contract at a premium 
above the current price. This is, however, by no means invariably the case. 

*The value may, however, be affected by chanj^t»s in the values of various 
gradefl relatively to the basis grade; that is, middling. (See Chaps. II and 
III.) 



52 COTTON EXCHANGES GRADE DIFFERENCES. 

10,000 bales of cotton for his season's operations, and who, at the be- 
ginning of the cotton year, has outstanding no contracts for the sale 
of his manufactured goods. If he were to buy his entire 10,000 bales 
of cotton or the bulk of it at once and store it, while competitors 
were to buy only from day to day, a sharp decline in the price of 
cotton would leave him with a relatively high manufacturing cost 
for his finished product, which he would consequently be able to dis- 
pose of, in competition with those spinners who had postponed their 
purchases of raw material until the decline, only at a loss or at a re- 
duced profit. Under the future system, such a spinner, having bought 
his 10,000 bales of actual cotton, could protect himself by immedi- 
ately going into the future market and selling a corresponding 
quantity of future contracts. If the price of cotton goes down, the 
loss on his stock should be made good by his ability to buy in 
future contracts at a corresponding decline against those which he 
previously sold short. As fast as he tvorks up a given quantity of 
his stock of cotton into manufactured goods, he buys in a correspond- 
ing number of future contracts. 

The hedging system is used in a somewhat different way in the 
case of a manufacturer of cotton goods who has sold his product 
under contract for forward delivery, but who has not purchased a 
supply of raw material. In this case a decline in the price of cotton 
is obviously to his advantage. On the other hand, a sharp advance in. 
the price of cotton, after he has agreed to deliver the manufactured 
goods at a fixed price, as obviously tends to reduce his profit, or per- 
haps to result in loss. Such a manufacturer would protect himself 
by buying a sufficient number of contracts in the future market at the 
time he sells his goods to cover his prospective needs. If the price of 
cotton goes up before he has completed his contracts for the delivery 
of cotton goods, his loss on actual cotton is presumably covered by a 
profit on the futures so purchased ; whereas, if the price declines, the 
loss on his future contracts is correspondingly covered by his saving 
on purchases of the actual staple. As already pointed out, the manu- 
facturer seldom obtains his cotton by accepting it as a delivery on 
the contracts so purchased. The reason for this will be fully ex- 
plained in a later part of the report. 

The protection thus afforded by the hedging system is far-reachipg. 
Not only may the system be used, in the manner indicated, by the cot- 
ton merchant and the spinner to protect themselves against fluctua- 
tions in the price of cotton, but it may be used by spinners, or, for 
that matter, by dealers iii cotton goods, in a similar way, to protect 
themselves against fluctuations in the price of the manufactured prod- 
uct. Suppose, for instance, that a spinner or a wholesale merchant 
finds that he is carrying a heavy stock of cotton goods at a time when 
the trade outlook, for one reason or another, is unfavorable, the de- 
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mand has slackened, and a decline in prices is imminent. Without the 
future sj'stem, the owner of such a stock of goods would be forced 
either to sacrifice them at the decline or to carry them for an indefinite 
period in the hope of a subsequent revival in demand, in which case it 
would be extremely uncertain whether such a subsequent advance 
would cover the heavy expenses, such as interest, storage, etc., which 
necessarily accompany any such carrying of the stock. Under the 
future system he can to a large extent avoid either of these prospec- 
tive losses by selling future contracts in cotton against his stock of 
manufactured goods. The actual number of cotton contracts thus 
sold is usually based upon the weight of cotton required to make a 
given quantity of goods, which, of course, would vary with the char; 
acter of the latter. If the owner of such a stock of cotton goods finds 
that his fears of a decline in the value of his manufactured product 
are realized, it is reasonably certain that the value of cotton — since it 
is practically the only raw material used in the manufacture of these 
goods — will decline in fairly close correspondence, in which case the 
price of future contracts should also decline in sympathy with the 
staple. In this way, his loss on the goods is largely counterbalanced 
by his profit on the sale of cotton contracts." 

It is apparent from even the brief illustrations given that a prop- 
erly conducted future system, through this opportunity for hedging, 
affords a great protection to the most legitimate sort of business and 
one of almost incalculable value. It should be noted, however, that 
hedging does not absolutely guarantee a merchant from loss, since 
advances or declines in the price of his future contracts may not 
exactly correspond with advances or declines in the price of spot 
cotton. The illustrations above given assume that absolutely correct 
methods of conducting the future business have been established. 
It can not be too forcibly emphasized, therefore, that in practice it 
has happened at various times that hedges have afforded a far less 
perfect measure of protection than above indicated. This situation 
really constitutes one of the most important matters discussed in this 
report, and can not be entered into extensively in this preliminary 
chapter. The hedging process has been explained mainly to show 
that the future system is something more than a device for mere 
speculation, and that it presents benefits of great value to those con- 
ducting business in actual cotton. In fact, for these, as individuals, 
the future system, if properly used, may be said to largely eliminate 
speculation.* Obviously, for a merchant, without hedging, to buy 
10,000, 20,000, or 50,000 bales of a valuable commodity like cotton, 
which is subject to great fluctuation in price, would be a highly 
speculative transaction, whereas, under a perfect working of the 

"Hedges are sometimes used in tliia way by rt^tail merchants carrying 
only a few thousand dollars' worth of goods. 
* See note 6, page 50. 
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hedging system, the element of speculation can be largely avoided. 
This opportunity for hedging is, indeed, regarded by practically all 
cotton merchants as almost an absolute necessity under modern 
methods of conducting business. 

An idea of the value of the hedging function may be obtained 
when it is stated that in Great Britain banks very generally refuse 
to loan money on cotton which is not hedged. Moreover, it is almost 
universally conceded that,, since the introduction of hedging, failures 
in the cotton trade, which had previously been frequent, have been 
materially reduced as a direct result of the greater stability with 
which transactions in spot cotton can be conducted. 

Importance of purely speculative operations. — ^While hedging 
transactions are thus a very important feature of future dealings in 
cotton, they constitute only a portion of such dealings. In addition 
to hedging operations there are, as already stated, a vast number of 
purely speculative transactions. Such speculative operations have 
frequently been condemned by both the cotton grower and the mer- 
chant, and also by the spinner, on the ground that they seriously 
interfere with their business. It is not intended, in this report, to 
enter into a general discussion of the merits or evils of speculation. 
It may, however, be stated that it is the normal business of specu- 
lators, as a class, to anticipate conditions which may affect the price 
of a commodity, and to bring about a readjustment of the price to 
such conditions. 

They can, under proper conditions, perform a useful service. If at 
times the operations of speculators interfere with the calculations of 
merchants and others engaged in handling actual cotton, on the other 
hand they frequently facilitate the hedging transactions of such 
merchants. 

It is important to bear in mind that the speculative class is prop- 
erly called upon to bear a share of the risks which necessarily arise 
from changes in value. In fact, this is primarily the business of the 
speculative class.<» The speculative class may at times directly as- 
sume a portion of the risk, and at other times may direct the distri- 
bution of the risk to those on whom the risk should more properly 
fall. Speculation should not be a mere game by which a few clever 
individuals or by which certain interests can, by taking advantage 
of others, arbitrarily escape risks and reap inordinate profits. In- 

« II. C. Emery, In his work on ** Speculation on the Stock and Produce Ex- 
changes of the United States" (page 113), defines the function of speculation 
as follows: ** To relieve trade of the risks of fluctuating values by provid- 
ing a class always ready to take or deliver a proi)erty at the market price and 
in so doing to direct commodities to their^most advantageous uses and the in- 
vestment of capital into the most profitable channels by .fixing for commodities 
and securities comparative prices for delivery at different times and places." 



4 
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stead, it should be a scientific method of forecasting changes in value 
and of distributing the risks arising from such changes in such equi- 
table manner as to cause the least possible disturbance in the conduct 
of business. The justification of speculation is that it performs an 
actual service to trade. The facilitation of hedging in part illus- 
trates tlj^ service which purely speculative operations can thus render. 
In order that such service be properly rendered, however, it is im- 
perative that speculative operations deal with conditions arising as 
the result of natural causes. If, instead, speculation is concerned 
with artificial and arbitrarily created conditions which tend to com- 
plicate the interpretation of natural conditions, its proper function 
becomes perverted. 

Section 4. Organization and functions of cotton exchanges. 

The advantages of the future system were at once so apparent that 
dealings in future contracts increased with great rapidity. By the 
end of 1868, as already pointed out, such transactions had become a 
distinct feature of the cotton trade. During the period from Janu- 
ary 1 to Augist 31, 1869, the total sales of such contracts in the. 
New York market amounted to 101,665 bal^s, as compared with 
873,563 bales of spot transactions. A " spot " transaction, ' it wijj 
be recalled, is one made from goods on hand, and which calls for 
practically immediate delivery. In the next crop year, during which 
the exchange was organized and a regular form of contract adoptefl, 
dealings in these forward deliveries aggregated 591,586 bales, a^ 
compared with 616,410 bales of spots.* In the crop year ended Au- 
gust 31, 1871, there was an enormous increase in the volume of future 
trading, which reached a total of nearly 3,000,000 bales, as compared 
with 733,905 bales of spots. 

This remarkable increase in the volume of business created a 
necessity for the establishment of rules and regulations for its sys- 
tematic conduct, and this, in turn, led to the organization of cotton 
exchanges. The New York Cotton tlxchange, the first of these insti- 
tutions in this country, was organized on September 7, 1870, as a 
voluntary association; in April, 1871, it was incorporated under the 
laws of New York. Shortly afterwards cotton exchanges were organ- 
ized in various southern cities. The New Orleans Cotton Exchange 
was formed in January, 1871; the Mobile Cotton Exchange in De- 
cember of that year; the (lalveston Cotton Hxchange and Board of 
Trade, the Savannah Cotton Exchange, and the Charleston Cotton 
'Exchange in 1872, and the Memphis Cotton Exchange in 1874. 
Among other cotton exchanges may be mentioned the Houston Cotton 
Exchange and Board of Trade, the Vicksburg Cotton Exchange, the 

<»New Orleans Price Current, Annual Reviews. For later figures of si)ot sales 
see page 248. 
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St. Louis Cotton Exchange, the Augusta Exchange and Board of 
Trade, the Norfolk and Portsmouth Cotton Exchange, the Little 
Rock Board of Trade, and the Shreveport Cotton Exchange. 

Organized dealings in cotton futures at the present time are con- 
ducted upon only two of the exchanges in this country, the New York 
Cotton Exchange and the New Orleans Cotton Exchange. The 
future system has been tried, at one time or another, on the Memphis 
Cotton Exchange, the Galveston Cotton Exchange, the Mobile Cotton 
Exchange, and a few others, but was never really established in any 
of these cities, largely owing to the lack of a sufficiently broad market. 
The exchanges on which futures are not dealt in are mainly concerned 
with the regulation of spot transactions and in the collection and dis- 
tribution of information relating to the cotton market. 

Abroad, the principal cotton exchanges are the Liverpool Cotton 
Association, the Havre Bourse, and the Bremen Cotton Exchange. 
.The Liverpool Cotton Association was organized in 1842, but future 
dealings were not inaugurated by it until 1870. No organized future 
dealings are conducted on the Bremen Exchange, and only a limited 
volume of such business is transacted at Havre. In Liverpool, how- 
ever, there is a broad future market, in which hedging operations are 
an especial feature. 

Nature of cotton exchanges. — It should be clearly understood 
that while most of these cotton exchanges are corporations they are 
not engaged as such in the cotton business in any way. Instead, they 
are mere associations of individuals who in their financial operations 
are free to act as they like, subject to the general regulations of the 
exchange. Exchanges as such do not buy or sell cotton, and, except 
that occasionally some exchanges derive a small income from fees for 
the inspection or grading of cotton, they have no direct financial in- 
terest in the product itself. Their income is derived from membership 
dues, rents of buildings, investments, or similar sources. This char- 
acteristic of cotton exchanges should be clearly appreciated. The im- 
pression which appears to exist in some quarters that exchanges in 
their corporate capacity act as a unit in the cotton market is alto- 
gether erroneous. Market operations in cotton are wholly matters of 
individual concern; Moreover, the individual members of exchanges, 
instead of having a common interest and acting as a unit, ordi- 
narily have market interests of the most diverse and conflicting char- 
acter. It is true that from time to time certain members of exchanges 
act in unison by means of so-called cliques or pools, but it is entirely 
safe to say that it has never happened that such cliques have in- 
cluded the entire membership of an exchange. The idea that all the 
members of an exchange are banded together as a unit to prey upon 
the outside trader is not well founded. Outsiders have undoubtedly 
suffered from the cooperative efforts of certain members of exchanges 
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to manipulate prices, but such concerted manipulation is not con- 
ducted by an exchange as such or by all the members acting to- 
gether. Unjust rules, it is true, may have been adopted from time to 
time by exchanges in their official capacity, but this is a matter dis- 
tinct from actual financial dealings in cotton, and one with which 
this report deals at some length. 

It is worth emphasizing that cotton exchanges were in their origin 
primarily associations of merchants and intended to facilitate the 
business of such merchants. Although spinners (the consumers) and 
planters and growers (the producers) are sometimes members of ex* 
changes, the basis of such organization is the cotton merchant. The 
merchant is a dealer in actual cotton. He may buy either directly 
from the grower or from so-called interior merchants, who are prac- 
tically storekeepers and who collect cotton directly from the grower. 
Such a merchant, it may be noted, is generally spoken of in the trade 
as a '"buyer," the term '*buyer" having a technical sense. Other cotton 
merchants who receive cotton on consignment to be sold on a commis- 
sion basis are known as ''factors." They sell their cotton to cotton 
'"buyers" and seldom directly to spinners. There are thus two sets of 
middlemen. The number of factors, it may be noted, has decreased 
heavily in recent years. A cotton exchange also includes a great many 
brokers who may not handle actual cotton at all, but who simply act 
as agents for other interests, particularly for spinners, merchants, or 
speculators, either in the purchase or sale of spot cotton or of future 
contracts. Many brokers, it may be noted, deal exclusively in contracts 
and have nothing to do with spot cotton, while so-called spot brokers 
frequently have nothing to do with future contracts. Many specu- 
lators, particularly those conducting extensive operations, are mem- 
bers of cotton exchanges, as this entitles them to lower rates of 
brokerage and to other advantages not available to outsiders. Of 
course, any one of the interests named may exercise the functions of 
another. Thus, a merchant may also act as a broker or he may be a 
heavy speculator. A speculator in turn may be interested in the 
ownership of mills as a spinner. 

The normal function of an exchange as such may best be indicated 
by quoting from the charters of such institutions. Thus the charter 
of the New York Cotton Exchange defines the purpo'ses of that or- 
ganization as follows: 

The purposes of said corporation shall be to provide, regulate 
and maintain a suitable building, room or rocmis, for a cotton ex- 
change, in the city of New York, to adjust controversies between 
its members, to establish just and equitabl principles in the trade, 
to maintain uniformity in its rules, regulations and usages, to 
adopt standards of classification, to acquire, preserve and dis- 
seminate useful information connected with the cotton interest 
throughout all markets, to decrease the local risks attendant upon 
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the business, and generally to promote the cotton trade of the 
city of New York, increase its amount and augment the facilities 
with which it may be conducted. 

The purposes of the other leading cotton exchanges are defined in 
their charters in similar language. In fact it is probable that the 
charter of the New York Cotton Exchange was in this respect, as 
in some other particulars, used as a guide by those subsequently or- 
ganized. 

The proper and professed functions of a cotton exchange may, 
therefore, be briefly enumerated as follows : 

1. The maintenance of suitable facilities for the conduct of busi- 
ness by its members. 

2. The adoption of rules and regulations for the conduct of such 
business. 

3. The collection and dissemination of useful information. 

4. The maintenance of just and equitable principles in the trade. 
In pursuance of such charter provisions, it has been the general 

custom of cotton exchanges to acquire buildings for the use of their 
members, such buildings usually containing, in addition to a general 
trading room, or " floor," numerous offi^s, which are rented, thus 
providing a source of revenue to the exchange. 

For the regulation of the business of their members the exchanges 
have adopted elaborate rules. Many of these need not be considered 
in this report. Since, however, the investigation involved a study of 
the character of cotton contracts and of the causes of fluctuations in 
the price of cotton and in the prices of the various grades of cotton, it 
is necessary, in order to present the subjects discussed in a satis- 
factory and intelligible form, to describe the rules and practices of 
cotton exchanges, with particular reference to the following features: 
(1) The form of future contracts; (2) methods of inspecting and 
grading cotton, and (3) methods of establishing differences in price 
between grades delivered on contract. 

An exchange a great market place. — Before passing to a dis- 
jmssion of these specific features of the future system, it should be 
emphasized that one of the great functions of a cotton exchange 
is the bringing together of buyers and sellers or their representatives. 
An exchange is a great market place. Transactions are, of course, 
greatly facilitated by the mere congregation of buyers and sellers and 
their representatives on the floor of an exchange. In the case of 
those exchanges on which a future business is conducted it should be 
noted that there are really two markets, one for future contracts and 
the other for spot cotton. The future market is not used to bring 
the producer and the spinner directly together, but is rather a meet- 
ing place for cotton niercliants (or their representatives) and brokers, 
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who stand between the producer and the spinner. Spinners, for 
reasons explained in detail in a later part, do not ordinarily receive 
their supplies of cotton directly on exchange contracts, but enter into 
private arrangements with merchants or brokers for the particular 
kinds of cotton which they require. These merchants, moreover, 
ordinarily do not obtain the cotton which they need by receiving it on 
exchange contracts. Such merchants, as already emphasized, use the 
future market mainly for hedging purposes, and the future ring » to 
this extent becomes, as already pointed out, a great clearing house for 
hedging transactions. With the future ring, a mill owner in Great 
Britain who may be manufacturing cotton goods for shipment to 
China, and who desires to purchase a contract as a hedge, is instantly 
brought into touch with the cotton planter of the South who desires 
to 5ell a future contract against his crop or with the cotton merchant 
who has accumulated a supply of cotton against which he desires to 
sell a hedge. The enormous advantage of such hedging transactions 
to the spot merchant, however, has been fully illustrated, so that it 
should be apparent that the future market, while not designed to 
bring the final consumer into direct touch with the producer of cotton, 
may perform quite as legitimate a function as if it accomplished this 
result directly. 

Of course, in addition to hedging transactions, a vast volume of 
speculative 1t>usiness is conducted in contracts. These, however, as 
just pointed out, are closely intertwined with hedging operations and 
may greatly facilitate the latter, although at times they undoubtedly 
are a source of disturbance. 

^ The " ring " is a ralUng inclosing a pit around which the brokers congre- 
gate for the purpose of dealing in contracts. 
-08 6 



CHAPTER 11. 
NATTTBE OF FUTUBE CONTSACTS DT COTTON. 

Seotion 1. '^ Basis " character of such contracts. 

It has already been stated that the system of future dealings in gen- 
eral is based on contracts which call for the delivery of a certain quan- 
tity of a given product at a fixed date and at a fixed price. An exceed- 
ingly important feature of these contracts in the cotton market is 
that they are what are known as " basis " contracts; that is, they do 
not call for the delivery of any specific grade of cotton, but instead 
permit the delivery of a variety of grades. These grades or qualities 
are described in section 2. The contract is, however, based on one 
specific grade, viz, " middling " cotton ; that is, middling cotton can be* 
delivered at the exact price named in the contract. If other grades 
are delivered, certain additions to or deductions from this contract 
price are made, according to the character of such grades. This 
feature of exchange contracts is clearly shown in the following copy 
of the form of contract used on the New York Cotton Exchange for 
a long time prior to January 1, 1908 : " 

New York Cotton Exchange. 

contract. 

New York, , 1- 



In consideration of one dollar in hand paid, receipt of which 

is hereby acknowledged, have this day sold to (or bought 

from) 60,000 lbs. in about 100 square bales of cot- 
ton, growth of the United States, deliverable from licensed ware- 
house, in the port of New York, between the flrst and last days 

of next, inclusive. The delivery within such time to be 

at seller's option in one warehouse, upon notice to buyer, as pro- 
vided by the by-laws and rules of the New York Cotton Exchan^. 
The cotton to he of any grade from good ordinary to fair^ in- 
elusive^ and if tinged or stained^ not helow low middling stained 
{New York Cotton Exchange inspection and classification) at 

the price of cents per pound for middling^ with additions 

or deductions for other grades,^ according to the rates of the 



« On January 1, 1908, the range of grades as shown in this contract was some- 
what narrowed. (See p. 72.) 
ft Italics by Bureau. 
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New York Cotton Exchange existing on the day previous to the 
date of the transferable notice of deRvery. 

Either party to have the right to call for a margin, as the 
variations of the market for like deliveries may warrant, and 
which margin shall be kept good. This contract is made in view 
of, and in all respects subject to, the rules and conditions estab- 
lished by the New York Cotton Exchange, and in full accordance 
with section 92 of the by-laws.® 

The New Orleans contract is as follows : 

contract. 

New Orleans, , 19 — . 

In consideration of one dollar in hand paid, receipt of which 

is hereby acknowledged, have this day sold to (or bought 

from) 50,000 pounds in about 100 square bales of 

cotton, growth of the United States, deliverable from press or 

Eresses, railroad depot or depots, in the port of New Orleans, 
etween the first and last days of next, inclusive. 

The delivery within such time to be at seller's option, in not 
more than two places, upon five days' notice to the buyer. 

The cotton to be of any grade from good ordinary {fair color) 
to faivy inclusive, and if stained, not below low middling , at the 

price of cents ( ) per pound for middling, with 

additions or deductions for other grades, according to the quota- 
tions of the Neio Orleans Cotton Exchange existing on the sixth 
{6th) day previous to the day on which delivery is du£.^ 

It is distinctly understood and agreed that no cotton shall be 
tendered or received under this contract of a less market value 
than good ordinary (fair color), and that the receiver shall have 
the right to refuse all sandy, dusty, red or gin-cut cotton ; dusty 
cotton being defined under this contract as cotton lessened in 
value more than |c per pound by reason of dust; sandy cotton 
being defined under this contract as cotton containing more than 
1% of sand. 

Either party shall have the right to call for a margin, as the 
variations of the market for like deliveries may warrant, and 
which margin shall be kept good. 

This contract is made in view of, and in all respects subject to, 
the rules and conditions established by the New Orleans Cotton 



« Section 92 of the by-laws is as follows : 

"All rules adopted by the board of managers shall be in force, and be bind- 
ing upon members of the exchange, and shall govern all cases to which they 
may be applicable, after they shall have been posted for ten days ui)on the bul- 
letin of the exchange. . 

"Any amendment of the rules relating to contracts, made under the pro- 
visions of this section, shall be binding upon all contracts entered into before 
as well as after its adoption, provided such amendment does not affect the 
amount of money to be paid, or the quality of cotton to be received or deliv- 
ered, under such contracts." 

* Italics by Bureau. 
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Exchange, and in full accordance with rule 25 « of said New 
Orleans Cotton Exchange. 

For the purposes of this contract, Westwego and Southport 
are not included as places of delivery. 

(Signed) . 

The Liverpool contract is also a basis contract. No cotton below 
good ordinary is tenderable. The standard of classification, as noted 
elsewhere (p. 92), is different from that at New York or New Or- 
leans. In several details the Liverpool contract is quite different 
from that at New York, but these points need not be discussed here. . 

This basis feature of future contracts is an exceedingly important 
matter. A seller of a basis middling contract may, as just stated, 
at the maturity of the contract deliver middling cotton at the exact 
price of the contract; or, on the other hand, he may not deliver a 
bale of that grade but may tender any other grade, or all other 
grades, within the range prescribed by the terms of the contract. 
In the latter case the other grades are paid for at certain relative 
values as compared with middling, or, in the language of the trade, 
at certain " differences " over and under, or " on " or " off," these 
differences being added to or deducted from the price stipulated in 
the basis contract, as the case may be. Suppose, for example, that 
an operator had sold a basis contract on the cotton exchange at 10 
cents. At the maturity of the contract he may elect to deliver 
middling cotton, in which case the buyer must pay 10 cents — ^the 
contract price. On the other hand, the seller may choose to deliver 
a higher grade, like " good middling," which at that time may take 
a " difference " of one-half cent " on " middling. In this case the 
buyer must receive this good middling cotton at one-half cent above 
the contract price, or, in the case assumed, at 10^ cents. Or the 
seller may deliver a low grade of cotton, like " low middling," and 
the buyer must again receive it. In this case, however, the buyer 
will deduct for such low grade a certain difference " off " the basis 
price. Let it be assumed that the difference is one-half cent; the 
buyer will then receive this low middling cotton on contract at 9^ 
cents ; that is, at one-half cent under the contract price. 

It is imperative that this basis character of future contracts in the 
cotton trade be clearly borne in mind. The mistake is often made 
of assuming that the contract calls for middling cotton, which is 
not the case. 

Section 2. Grades of cotton. 

The cotton crop comprises a very wide range of quality. This is 
largely due to the peculiar nature of the plant, which, instead of 

° Rule 25 covers a number of provisions relative to the binding character of 
contracts, terms of settlement, brolierage, and other matters. 
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maturing its product at practically one time, produces over a long 
period. Thus, of the cotton bolls of a single stalk, some may open, 
say, late in August or early in September, whereas others may not 
ripen for many weeks, or even several months, this depending largely 
upon the weather. Moreover, the gathering of the crop extends over 
a still longer period. In fact, the harvesting of the crop, which be- 
gins about August, is seldom really completed before February of 
the following year, although, of course, the great bulk of the crop is 
gathered long before this. 

These factors have a very important bearing upon the quality of 
the crop. That portion of the crop which ripens first is ordinarily 
of a brighter color and much more free from dirt than that gathered 
toward the end of the season, when, owing to continued exposure to 
changes in the weather, such as frosts and storms, the cotton becomes 
more and more discolored and damaged. The grade of cotton is also 
affected by the method of gathering. Carelessness in picking, which 
results in getting an undue amount of stem and leaf into the staple, 
materially lowers the grade. 

The grade of cotton, as recognized by cotton exchanges, is, in the 
main, determined by the degree of color and the amount of foreign 
matter, such as leaf and dirt, which it contains. The length of the 
staple, although an extremely important matter in determining the 
spinning value of cotton, is a distinct consideration, which is not 
regularly taken account of in official classifications.* The strength 
of staple is also largely disregarded in official classifications. There 
is, of course, a general relationship between grade and spinning value. 

In the grading of cotton, thirteen distinct grades are very gener- 
ally recognized in the spot cotton markets of this country. These 
from highest to lowest are as follows : 



Fair. 

Strict middling fair. 

Middling fair. 

Strict gmd middling. 

Good middling 

Strict middling. 

Middling. 



Strict low middling. 
Low middling. 
Strict good ordinary. 
Good ordinary. 
Strict ordinary. 
Ordinary.* 



Of the grades in the above list, those designated " strict " are com- 
monly spoken of in the trade as ''half grades," the others being 
" full grades." As more fully shown later, the New York Exchange 
formerly recognized quarter grades also. 

This range, however, covers only what are known as white cottons ; 
that is, cotton showing practically no discoloration, although not nec- 
essarily strictly white, especially in the case of the lower grades. Cot- 

* See pages 76 and 83. 

* Some markets also recognize grades of strict low ordinary and low ordinary. 
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ton that is discolored falls in separate classes, although the same grade 
names are still maintained, being qualified according to the degree of 
color by such adjectives as " tinged " or " stained," as, for instance, 
" strict good middling tinged," " strict low middling tinged," " good 
ordinary tinged," " low middling stained." The tinged and stained 
grades can not readily be described. Tinged cotton is only moder- 
ately discolored; stained cotton may range anywhere from a light 
yellow to a deep red or as it is called in the trade " foxy " color. It 
may be noted that tinged or stained cottons do not have any fixed 
value in relation to white cottons of the corresponding grade names; 
that is to say, low middling tinged cotton does not necessarily come 
next in value to low middling. 

The basis grade in all markets is middling white cotton. This 
grade is the universal standard by which the quality of all the other 
grades is measured. It is a fleecy cotton, very nearly white in color, 
and containing only a small amount of foreign matter. Fair cotton, 
the highest grade recognized, is a very bright, white, clean cotton. 
The other grades down to " ordinary " contain an increasing amount 
of foreign matter, and the lowest grades usually are somewhat dingy ; 
for instance, good ordinary, which is the lowest so-called white grade 
that can be tendered upon future contracts either in New York or 
in New Orleans, contains a large amount of leaf and stem and often- 
times more or less dirt. Below low ordinary are some miscellaneous 
classes of cotton for which there are no recognized grades and which 
are of such poor quality that no mention need be made of them here. 
The tinged and stained grades, as just noted, are in groups by them- 
selves. 

Every crop is more or le&s distinctive in character. Thus, one crop 
may be very bright and white, another may be of a " creamy " char- 
acter, another dingy. On this account the trade often speaks of cot- 
ton as being of "good color," meaning that while it may not be 
strictly white it is not discolored by being tinged, spotted, or stained. 

Difficulties in grading cotton. — Owing to the fact that a large 
number of grades of cotton are tenderable oji future contracts — 
always at some relative value as compared with middling — ^the clas- 
sification of cotton becomes a very important matter, and a brief 
description of the method of classification as employed in the South 
and that used at New York is necessary. 

It should be emphasized that the classification of cotton can not 
be performed with absolute accuracy. It is admitted by nearly all 
interests in the cotton trade that no two experts would class a large 
lot of cotton of assorted grades exactly alike; and, furthermore, 
that the same expert, classing a large lot of cotton twice, probably 
would not return exactly identical classifications. The classification 
of cotton is almost entirely dependent upon the eye. There are no 
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mechanical means for performing this work. The differences of 
cleanliness, amount of leaf, and amount of color are so gradual that 
it is exceedingly difficult, in classing cotton into the half grades, to 
determine exactly where each individual bale should be placed. The 
difficulty increases as the grade of the cotton falls below middling. 
With the grades of middling and above, it is a much simpler matter 
to cLass cotton with reasonable accuracy. 

What might appear to be very unimportant conditions exert a 
material effect upon classification. Thus, a passing cloud tnay easily 
influence a classer, quite unconsciously, almost to the extent of a 
quarter of a grade. When snow is on the ground it is very difficult 
to class cotton if the light is reflected upon the cotton or into the eyes 
of the classer. Still again, very few bales of cotton are exactly uni- 
form in character, so that if two small samples are taken from dif- 
ferent parts of the same bale they might easily show a decided varia- 
tion. As shown elsewhere, it is customary in the New York market, 
where two samples are drawn from each bale, to reject the higher 
sample. Even a single sample of a few ounces, however, may not 
be absolutely uniform in character. When it is stated that a bale 
of cotton weighing, say, 500 pounds represents approximately the 
yield of 2^ acres of land, and that picking, on account of the low- 
grade labor, employed, is often carelessly done, it is easy to see how 
classification based on a sample of only a few ounces may give rise 
to much dissatisfaction. 

The difficulties attending the classification of cotton are further 
illustrated in the following statement by a member of the New York 
Cotton Exchange: 

There are certain people who say that the grades of cotton, or 
the types of cotton by which the grades are determined, should 
be mechanically fixed, and that the classification committee 
should be re<juired to classify mechanically in accordance with 
those mechanical types. Now, everybody who has had any ex- 
perience with cotton classers knows that the classing of cotton is 
not a mathematical and mechanical art; it is the work of the 
artist, essentially. The good cotton classer does not class cotton 
by a mechanical standard. I have seen that well illustrated in 
the case of one of my own classers in the South — one of the very 
best classers I have ever known — ^who would class 2,000 to 3,000 
bales of cotton a day, and who would turn out the most beautiful 
lots of even-running cotton that I have ever seen in my life. But 
a peculiarity of that man was that if he hesitated over a sample 
and took it up a second time and considered whether he was 
right or wrong, he always got it wrong. ♦ * * Classing of 
cotton is a great deal more than matching samples. It is a mat- 
ter of the eye and the judgment, a certain feeling that only a 
man with an artistic temperament can have. All good cotton 
classers are in a way artists. Now, if you ask an artist why he 
drew such-and-such a line in such a way and in such a place. 
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he can not tell you. No cotton classer can tell ^ou why he 
classes a certain sample of cotton as strict low middling and 
another sample as strict middling; he just knows that it is so. 

An absolutely perfect system of classification for cotton, therefore, 
can not be hoped for. One partial remedy which has been suggested 
is the adoption of imiform standards or types by all the leading 
cotton exchanges. This matter will be discussed in a later portion of 
the report. 

SeotioxL-S. Method of olaMiflcation in Hew Orleans. 

The method of classification of cotton intended for delivery on con- 
tract on the New Orleans Cotton Exchange may be briefly described 
as follows: Standard types of the principal contract grades are 
established each year for reference purposes by the arbitration com- 
mittee on classification, a body consisting of eleven members. 
These types are ordinarily made up about November, and from cotton 
of the new crop. These types, each of which consists of several rolls 
of cotton, are submitted to the members of the exchange for inspec- 
tion and criticism. After such inspection the arbitration committee 
makes a final examination of the types, making such changes, as the 
result of suggestion or criticism, as it may deeih proper. The types 
of the New Orleans Exchange are established independently of those 
of any other exchange ; and, furthermore, the types of e&ch year are 
to a certain extent established independently of those of the preceding 
year. There is usually a close correspondence between the types of 
two succeeding years, but if the general character of the new crop 
differs from that of the preceding one this is reflected to some extent 
in the types; that is to say, the type for middling cotton one year will 
show the same amount of leaf and foreign matter as the middling 
type for another year, but the brightness of the type or its general 
appearance may show some slight variation from one year to another. 

Types are established at New Orleans for the following grades: 



Fair. 

Middling fair. 
Strict good middling. 
Good middling. 
Strict middling. 



Middling. 

Strict low middling. 
Low middling. 
Strict good ordinary. 
Good ordinary. 



These types are for cotton of good color, or what is generally known 
as white cotton. The New Orleans Cotton Exchange does not estab- 
lish types for tinged and stained cottons. It was contended by mem- 
bers of the exchange that it was impossible arbitrarily to set up any 
distinctive types for such nondescript cotton. Instead, as shown 
elsewhere, the classification and valuation of such cottons is left to 
arbitration. 

When cotton is submitted for tender on contract in New Orleans, 
samples are drawn from the bales at press or railroad depot, in the 
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presence of representatives of both the receiver and the deliverer. 
Every bale is sampled. Samples are usually drawn from the top part 
of the bale, the bale being inspected in a general way to see if it cor- 
responds to the sample thus drawn. In case the cotton is tightly 
compressed, the sample may be drawn by what is known as " boring;'' 
that is, the insertion of an auger into the bale. The weight of the 
sample is limited by the rules of the New Orleans Cotton Exchange 
to 6 ounces for each bale, and the exchange has inspectors at the 
various warehouses to see that this rule is enforced. Of course, it is 
impossible to draw samples running exactly alike in weight, but if 
samples for a given lot of cotton averaging more than 6 ounces are 
drawn they are trimmed down to that weight and the trimmings 
returned to the owner. The samples drawn are divided into two 
parts, sealed, and sent to the arbitration rooms, where they are 
opened up by an employee of the New Orleans Cotton Exchange, laid 
on long tables, and exposed to the air for twenty-four hours. 

In case of dispute between the representatives of the deliverer and 
the receiver at the time the samples are drawn as to whether the 
cotton is of a grade tenderable on contract, the samples are kept in 
separate papers marked " protested." These samples, like the others, 
are also sent to the arbitration rooms. 

The provision for opening up samples and exposing them to the 
air for twenty-four hours *is due to the fact that when samples are 
drawn from a tightly compressed bale they may not fairly represent 
the grade of the cotton, the sample being much brighter after it has 
been exposed to the air and loosened up. Another reason for this 
exposure to the air is that cotton frequently contains a considerable 
amount of sand and dirt. If the sample is damp this sand will not 
readily be detected, whereas after the sample has been exposed to the 
air and thoroughly dried the sand can be shaken out. For both 
reasons, the method of opening up samples appears to be eminently 
fair to both buyer and seller. 

The samples, after having been thus exposed, are examined by arbi- 
trators who are drawn by lot from a panel consisting of eleven mem- 
bers of the exchange appointed annually by the board of directors arid 
supposed to include expert judges of cotton. Two arbitrators are thus 
chosen for each lot of samples (covering approximately 100 bales in 
each case) submitted. These arbitrators are not supposed to know the 
names of the parties interested. The samples in such a lot are usually 
arranged by the receiver in several groups, each of which is fairly 
uniform as to grade ; that is, if in the lot of 100 samples there were 
20 of very high grade white cotton, these would be kept separate from 
samples which were tinged or stained or obviously of a lower grade. 
The samples thus roughly assorted are laid out on long narrow tables 
so that one arbitrator can work from one side and the other from the 
other.' The arbitrators may examine every sample in the entire lot. 
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but ordinarily, if the groups are each clearly uniform, they handle 
only a portion of the samples in each group, the value established 
for the samples thus carefully inspected applying to the entire group. 
In the case of " protested " cotton, however, every individual sample 
is examined. The arbitrators have at hand the standard types of 
the exchange for purposes of comparison. In addition to the inspec- 
tion of the superficial appearance of cotton — that is, its degree of 
color and amount of leaf — the samples are also examined for sand 
and dust ; for sand by shaking the sample and looking on the paper 
in which it has been wrapped, and for dust, by beating the sample 
between the hands. 

The arbitrators do not officially give the cotton represented by any 
particular group of samples a specific grade. Instead they establish 
values for the cotton relative to middling. These relative values are 
based upon the official spot quotations of the various grades, which 
are established daily by the quotation committee of the exchange. 
Under the terms of the contract of the New Orleans Cotton Ex- 
change, as will be seen by reference to page 61, the spot quotations 
thus used as a guide by the arbitrators are those existing on the sixth 
day before the cotton is actually delivered.® The official spot quota- 
tions automatically establish tl^B " diflferences " for the full grades 
other than middling in contract deliveries. Thus, if middling is 
quoted at 11 cents and low middling at 10 cents, the difference for low 
middling is, of course, 1 cent off. The quotation committee of the 
New Orleans Cotton Exchange quotes prices only for the full grades 
of cotton. If arbitrators, in classing a given lot of samples of eon- 
tract cotton, find that these exactly correspond with the standard 
types of any full grade, then they simply apply the difference for that 
grade thus established by the spot-quotation committee on the sixth 
day prior to the delivery of the cotton. If the samples exactly cor- 
respond to the standard types for a given half grade, then the differ- 
ence is made halfway between those quoted by the spot-quotation 
committee for the adjacent full grades. For xiotton which does not 
thus exactly correspond to the standard types for either the full 
grades or the half grades, and for all tinged and stained cotton (for 
which, a^ just stated, no standard types are established), the arbi- 
trators establish relative values or differences, partly on their indi- 
vidual judgment; but their decisions are based upon the official quota- 
tions of the spot-quotation committee for full grades and upon the 
range of discounts off white grades likewise quoted by the committee 
on sales of tinged and stained cotton.^ 

« T'lider exceptional conditions delivery may be delayed ; the sixth day before 
delivery la held to lueau the day before the deliverer Issues his notice of 
delivery. 

^ See page 81. 
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By reference to the contract form of the New Orleans Cotton Ex- 
change, given on page 61, it will be noted that no cotton is to be 
accepted which is of a less value than that of good ordinary, which 
must be of fair color. 

In order to exclude cotton which is below the value of good ordinary, 
fair color, however, the samples must be " protested " by the receiver 
at the time they are drawn, the arbitrators having no power to reject 
cotton which has not thus' been protested. It may happen that 
through the incompetence or the unfaithfulness of the receiver's rep- 
resentative certain samples which should have been protested are al- 
lowed to go to the arbitrators unprotested. In case samples of cotton 
of a value below that of good ordinary, fair color, are thus submitted 
to the arbitrators unprotested, the arbitrators nevertheless value these 
samples as nearly as possible at their market value relative to 
middling, even though that value be less than the value of good ordi- 
nary. There is nothing in the rules of the New Orleans Cotton Ex- 
change to prevent a receiver from accepting any cotton which he may 
be willing to take ; the rules simply give him the privilege of refusing 
to accept anything below a certain grade or value. 

In the event of a disagreement between the two arbitrators, chosen 
in the manner indicated, a third arbitrator is called in. 

The award of the arbitrators thus chosen is made out in duplicate, 
signed by the arbitrators, and a copy sent to both the deliverer and 
the receiver. If either the receiver or the deliverer is not satisfied 
with such awards, and if they can not come to an agreement among 
themselves, the superintendent of the exchange, at the request of 
either, then draws by lot three other members from the panel of 
arbitrators to act as an appeal committee on this particular cotton. 
This appeal committee is supposed to be entirely ignorant of the 
results of the first arbitration. Their decision is final and binding 
upon both receiver and deliverer. 

It is specifically stipulated in all of these arbitrations that no ar- 
bitrator can serve who by any chance may be interested in the cotton 
which he is called upon to arbitrate. 

The above account gives briefly the method employed in the New 
Orleans market for classing cotton intended for delivery on contract.* 
The New Orleans Cotton Exchange as an institution does not assume 
responsibility for the grade, but merely takes the responsibility of ap- 
pointing from its members certain parties to act as arbitrators. Some 
of the complaints which have arisen from this method of arbitration 
are discussed in succeeding portions of this repoji. 

In distinction from deliveries on contract, a vast amount of cotton 
is sold in New Orleans and other southern spot markets, without 
calling it by any grade name. This applies particularly to sales by 

*»For further details of the work of arbitrators, see page 82. 



70 . COTTON EXCHANGES— GRADE DIFFERENCES. 

cotton factors. A cotton factor, as previously explained, is practi- 
cally a conunission agent who receives cotton on consignment, samples 
each bale, and displays these samples on tables in his warerooms. In. 
selling this cotton he simply guarantees that the actual cotton will be 
up to the samples which he thus displays. He does not call the cotton 
by any particular grade, and it is immaterial to him what grade the 
buyer <» considers it. Cotton buyers who buy from factors or other 
holders of cotton also sell an immense quantity of cotton to mills on 
sample, without calling it by any specific grade, but simply giving the 
different samples some private mark. The agent for the mill either 
sees these samples in the buyer's showrooms, or else the buyer sends 
them on to the spinner, guaranteeing that the cotton, when it is finally 
delivered, will correspond to them. In case of disputes over such 
transactions, it is unnecessary to establish the grade of cotton; all 
that is done is to determine whether the cotton actually delivered cor- 
responded with the sample. 

On the other hand, a large amount of cotton is sold by grade, based 
upon the standards of some exchange, particularly in the export busi- 
ness, subject often, however, to a further specification as to length of 
staple. Thus, in export business it is a very common practice, for the 
seller to agree to deliver, say, " fully good middling cotton, li-inch 
staple, Liverpool class," or " strict low middling, 1^-inch staple, 
Bremen class;" in the same way more or less cotton is sold by grade 
to domestic spinners on New York classification. This means that 
the cotton must be of the grade of the standards of the same name 
of the Liverpool or Bremen or New York Cotton Exchange, re- 
spectively, and, of course, of the stipulated length of staple. Dis- 
putes arising over such transactions are at times settled by private 
arbitration, but, if both parties desire, the matter may be referred 
to arbitrators selected by the exchange. In the case of cotton sold 
subject to New York classification, such disputes would ordinarily be 
submitted to the classification committee of that exchange. 

Section 4. Method of classification in New York. 

The methods of grading and classing cotton employed by the New 
York Cotton Exchange are in sharp contrast with those prevailing 
in southern markets, and, in fact, are unique. The New York Cotton 
Exchange has placed the entire work of inspecting and classing cot- 
ton intended for delivery on future contracts in the hands of an in- 
spection bureau. The organization of this bureau includes an in- 
spector in chief, an assistant inspector in chief, assistant inspectors, 
a classification committee, samplers, weighers, and other officials, 

« The term *' buyer " in the cotton trade is used here in its technical s^ise, 
meaning a middleman who buys outright from grower, country merchant, or 
factor, and resells to spinners or other dealers. 



METH.OD OF CIJkSSIFICATION IN NEW YORK, 71 

nearly all of whom are salaried employees of the exchange. The in- 
spector in chief, who is also a member of the classification committee, 
and furthermore secretary of the warehouse and delivery committee 
of the exchange, is the head of the bureau. The assistant inspectors 
conduct a preliminary inspection and examination of the cotton, in- 
cluding the drawing of samples, as it is originally received at the 
warehouse or dock. The classification committee examines the sam- 
ples and establishes their grade. Members of the committee, who are 
supposed to be experts in the business of classing cotton, are employed 
at a salary and are required to give their entire time to the work of 
classification. They are not allowed to engage in the cotton business 
in any way. They may, however, be members of the cotton exchange 
and go upon the floor of the exchange for the purpose of getting in- 
formation. The classification committee until recently consisted of 
seven members. In 1907 two aged members of the classification com- 
mittee were retired on a pension, so that the committee now consists 
of five active members. 

The New York Cotton Exchange, for many years prior to January 
1, 1908, recognized 30 different grades of cotton.* Middling cotton 
was and is the basis grade ; that is, it is cotton which can be tendered 
on a contract delivery at the exact price of the contract. Of the 30 
grades, 11 were full grades. These, which, with the exception of one, 
low middling stained, are still maintained, were : 

Fair. Good middling tinged. 



Middling tinged. 
Low middling tinged. 
Middling stamed. 
Low middling stained. 



Middling fair. 
Good middling. 
Middling. 
Low middling. 
Good ordinary. 

There were 10 half grades which were designated by the term 
" strict," and which fall between the full grades above named. For 
example, strict middling fair is a half grade above middling fair; 
strict good middling a half grade above good middling, and so on. 
The list of these half grades follows : 

Strict good middling tinged. 



Strict middling fair. 
Strict good middling. 
Strict middling. 
Strict low middling. 
Strict good ordinary. 



Strict middling tinged. 
Strict low middling tinged. 
Strict good ordinary tinged. 
Strict low middling stained. 

In addition, there were 9 quarter grades as follows: 

Barely middling fair. 
Fully good middling. 
Barely good middling. 



Fully low middling. 
Barely low middling. 



Fully good ordinary. 
Fully middling stained. 
Barely middling stained. 
Fully low middling stained. 



«At ail earlier date the list was still greater. See page 184. 
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Of these quarter grades those designated " barely " fall just below 
the corresponding full grade and above the nearest half grade, while 
those designated "fully" are placed just above the corresponding 
full grade. Thus, barely middling, fair would fall below middling 
fair and above strict good middling, while fully good middling would 
be above good middling but below strict good middling. The suc- 
cession of the various grades is indicated in the list below. All or 
any of these grades were formerly deliverable on contract on the 
New York Cotton Exchange. In 1907 the exchange voted to abolish 
the quarter grades, and also to abolish the following grades, which 
are among the lowest, namely, strict good ordinary tinged, low mid- 
dling stained, and strict low middling stained. These changes, with 
the exception of the elimination of strict low middling stained, went 
into effect on January 1, 1908 ; the elimination of strict low middling 
stained took effect April 1, 1908. The list of grades as it was prior 
to January 1, 1908, and as it is at present is shown below. 

GRADES OF COTTON DELIVERABLE ON CONTRACT AT NEW YORK. 



Prior to Jan. 1,1908. 


Jan. 1 to Mar. 31, 1908. 


Fair. 


Fair. 


strict middling fair. 


Strict middling fair. 


Mlddllnff fair. 


Middling fair. 


Barely middling fair. 


Strict good middling. 


Strict good middling. 


Good middling. 


Fully good middling. 


Strict middling. 


Good middling. 


Middling. 


Barely good middling. 


Strict low middling. 


Strict middling. 


Low middling. 


Middling. 


Strict good ordinary. 


Strict low middling. 


Good ordinary. 


Fully low middling. 


Strict good middling tinged. 


Low middling. 


Gdod middling tinged. 


Barely low middling. 


Strict middling tinged. 


Strict good ordinary. 


Middling tinged. 


Fully good ordinary. 


Strict low middling tinged. 


Good ordinary. 


Low middling tinged. 


Strict good middling tinged. 


Middling stained. 


Good middling tinged. 


Strict low middling stained. 


Strict middling tinged. 




Middling tinged. 




Strict low middling tinged. 




Low middling tinged. 




Strict good ordinary tinged. 




Fully middling Btalned. 




Middling stained. 




Barely middling stained. 




Strict low middling stained. 




Fully low middling stained. 




Low middling stained. 




Total number of grades de- 


Total number of grades de- 


liverable. 30. 


liverable, 19. 



On and after Apr. 1, I9d6. 

Fair. 

Strict middling fair. 

Middling fair. 

Strict good middling. 

Good middling. 

Strict middling. 

Middling. 

Strict low middling. 

Low middling. 

Strict good ordinary. 

Good ordinary. 

Strict good middling tinged. 

Good middling tinged. 

Strict middling tinged. 

Middling tinged. 

Strict low middling tinged. 

Low middling tinged. 

Middling stained. 



Total number of grades de- 
liverable, 18. 
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For the full grades of white cotton the New York Cotton Exchange 
maintains permanent standards. These consist of samples of cotton 
of each grade — six rolls in a box. Duplicates of these types for the 
full grades are made up at the beginning of each crop year. One set 
is kept for use by the classification committee, for the purpose of com- 
parison with samples of cotton which are submitted to them for grad- 
ing during the year. These samples are known as the working types. 
The other set, known as the official standards, is sealed up, to be 
opened at the beginning of another year, so that the new standards 
then established may as nearly as possible exactly correspond with 
them. This precaution is taken owing to the fact that the working 
set of types tends to get discolored and soiled, and thus to deteriorate. 
The working types are renewed from time to time during the year. 
In such renewal of the types, however, the official sealed standards are 
not consulted. Members of the classification committee contended that 
such comparison was unnecessary, as they were sufficiently expert to 
make up new types, while furthermore it was argued that by simply 
removing the surface of the old standards their original character was 
readily ascertainable. 

The classification committee does not make up either standards or 
ViTorking types for the half grades of white cotton, nor did it do so 
for any of the quarter grades. It does, however, prepare working 
types for both the full grades and the half grades of. tinged and 
stained cotton. The quarter grades were adopted by the exchange 
for the purpose of giving cotton which was hardly equal to one of the 
half grades, but rather better than the next half grade below, the 
benefit of such quality. For these quarter grades the class was es- 
tablished wholly upon the expert judgment of the classification com- 
mittee in connection with the working types for the nearest half or 
full grades. These quarter grades were the source of a great deal of 
complaint, and, as above pointed out, went out of existence on the 
1st of January, 1908. In the opinion of some members of the ex- 
change this elimination of the quarter grades was a mistake, and one 
which will work to the detriment of the southern shipper of cotton, in 
that cotton which formerly was given the class of a quarter grade 
will presumably be placed in the next half grade below in the future. 
On the other hand, it is contended that such fine distinctions as quar- 
ter grades are not recognized in practically any of the large spot mar- 
kets, and that the use of these grades, while primarily intended to do 
justice to the cotton, in practice caused so much dissatisfaction that 
as a matter of expediency it was desirable to eliminate them alto- 
gether. 

Actual method of handling cotton at New York intended for 
CLASSIFICATION. — ^Thc mcthod of handling cotton at New York in- 
tended for classification and certification by the exchange is substan- 
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tially as follows : The cotton as brought in by rail, or by lighter from 
steamship, is unloaded at the warehouse platform or on the dock. 
The owner notifies the inspection bureau that he wishes to " certifi- 
cate'^ this cotton, giving at the same time the name of his weigher, 
who, though his employee, is licensed by the exchange. The inspector 
in chief or assistant inspector in chief details an assistant inspector 
and sampler to proceed with that lot of cotton. The cotton is weighed 
and the weight recorded by the weighmaster; the assistant inspector 
is also, under the rules, supposed to take its wei^t. Each bale is 
sampled. In order to draw a sample, one of the iron bands of the bale 
is broken (nearly all cotton received at New York being tightly com- 
pressed), the bagging slashed with a knife, and a sample of several 
ounces is pulled from each side of the bale, the saniple from the poorer 
side being the one retained in case there is any difference between the 
two. Sometimes, to facilitate the work, the sampler draws a sample 
from one side of the bale before the cotton is weighed. In that case 
the sample is laid on the bale and is weighed with it. After weigh- 
ing, the other side of the bale is examined. If this side shows the 
cotton to be of a lower grade than the sample already drawn, a fresh 
sample is drawn from this poorer side of the bale, which sample is 
used instead of that first drawn. 

The bales sampled are supposed to be classed into lots of roughly 
uniform grade by the assistant inspectors in accordance with instruc- 
tions of the inspector in chief, each bale in a given lot taking the same 
number, which is not repeated during the year. The lots may be of 
any size from 1 to about 100 bales. The rough classification thus pro- 
vided for is indicated by the following excerpt from these instruc- 
tions : 

To carefully inspect and sample in duplicate each mark of cot- 
ton submitted for inspection, at same time classing the cotton, 
each class under a different lot number, as follows : 



No. 4. Strict good ordinary. 

Fully good ordinary. 

Good ordinary. 
No. 5. Very light tinges. 
No. 6. Tinges and light stains. 
No. 7. Stains. 



No. 1. Good middling and 

above. 
No. 2. Strict middling. 

Middling. 

Strict low middling. . 
No. 3. Fully low middling. 

Low middling. 

Barely low middling. 

Particular attention should be given to the importance of class- 
ing and keeping separate the tinged and stained cotton from the 
white grade, regardless of any instructions from the weigh- 
masters. 

It should be noted that the assistant inspectors do not attempt to 
identify individual bales, but simply lots. This matter, which is of 
considerable importance, will be referred to in a subsequent part 
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of the report. Moreover, the rough classification thus made by the 
assistant inspectors at the dock, as noted elsewhere, has often been 
very inaccurate. In fact, the above rules for such classification at 
the dock were not promulgated until July, 1906, or until dissatis- 
faction over the work of the inspection bureau had become acute. 
In 1907 the rules on this point were elaborated, and at the same time ■ 
average types representing cotton for each of the groups above named 
were prepared for the use of the inspectors at the dock. 

The assistant inspectors at the dock or store who make this pre- 
liminary inspection have authority to reject cotton which in their 
opinion is below any grade recognized by the exchange. In this case 
the owner of the cotton may appeal to the classification committee, 
whose decision is final. On the other hand, the classification com- 
mittee is in no way bound by this preliminary inspection of the as- 
sistant inspector at the dock or store, but may reject cotton pre- 
viously passed by these employees." In case the assistant inspectors 
at the dock suspect that a bale is " false packed " — ^that is, that poorer 
grades are put in the middle of the bale — or that it contains an undue 
quantity' of sand or is otherwise unfit for tender, they may order the 
bale opened by stripping off the ties and bagging. If the packing 
proves to be false, or the cotton below the lowest exchange standard, 
the owner must bear the expense of thus opening the bale. If, on 
the other hand, the bale is not found to be false packed or l:)elow 
grade, the cotton exchange inspection fund (see p. 77) must bear 
this expense. The same rule holds in the case of disagreements as to 
whether an excessive amount of bagging or iron has Ix^en used in 
baling the cotton. 

The samples drawn at the dock in this manner are divided into Ywo 
parts, one of which eventually goes to the owner of the cotton, but 
both of ivhich are first sent to the sample rooms of the exchange at 
104 Pearl street, in bags used for this specific purpose, each bag 
having a number which is entered on the assistant inspector's report 
of the day. These samples are then placed in papers, opened, and 
left exposed to the air on racks in the sample room of the exchange. 
The rules of the New York Cotton Exchange, like those of the New 
Orleans Cotton Exchange, provide that samples shall be thus ex- 
posed to the air for twenty-four hours. In practice, however, this 
rule is not always rigidly observed. 

After the samples have thus been opened up and exposed and the 
two sets compared by a member of the classification committee, one 
set is rolled up again and sent to the classification committee to be 
classed, while the duplicate set is tied up in papers and retained at 

"This rule was for a time superseded, as will be sliowii in another part of 
the report. 

33222—08 7 
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the sample room, to remain there until the cotton which it represents 
is shipped out of the port of New York or is reclassed. The original 
samples go to the classification room with a ticket showing the lot 
number, the date'received, the owner's name, and the owner's original 
mark, if any. The cotton is then laid out on tables and examined by 
•members of the classification committee, two members passing on 
each lot of samples. In case these members disagree, a third member 
of the committee is called in and he casts the deciding vote. How- 
ever, it is one of the unwritten rules of the committee that the third 
member shall not go below the lowest classer nor above the highest 
classer. 

In their work of classification the members of the committee have 
at hand the boxes of working types already described. Complaint 
has been made that the committee does not refer to these working 
types as frequently as it should. 

The classification committee may make an allowance for cotton pos- 
sessing extra staple length. The by-laws of the New York Cotton 
Exchange on this point provide that the allowance shall not exceed 
one-quarter of a cent per pound and that no allowance shall be made 
unless at least 80 per cent of the cotton shall have a staple length of 
over 1 inch.® 

After a decision has been reached as to the grade of the cot- 
ton a certificate or grade slip is signed by the members of the 
committee passing on each particular lot of samples. These slips 
are made out in duplicate, one being retained by the classification 
committee and the other given to the owner of the cotton. The owner 
has the right to appeal if dissatisfied with the classification. In case 
he does not appeal, a regular certificate signed by the inspector in 
chief is issued to him, which covers the grade for one year unless in 
the meantime the cotton is withdrawn from warehouse for shipment 
from the port of New York, in which case the grade is not guaran- 
teed after the cotton actually leaves the port. At the expiration 
of one year from the date of the original classification the cotton, if 
still in the New York certificated stock, is reclassed in exactly the 
same manner as in the first instance. In cases of appeal, the dupli- 
cate set of samples, which was left sealed in the inspection bureau, is 
forwarded to the classification committee and submitted to the entire 
panel of the classification committee, or to at least four of them. 

The receiver of cotton on contract is compelled to take it in the 
first instance at the grade thus established by the inspection bureau, 
whether he believes the classification to be correct or not. In other 
words, the deliverer of a hundred bales of certificated cotton on con- 

« For the rule regarding staple allowance in the New Orleans market, see 
page S3. 
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tract in New York knows that so far as he is concerned no change in 
classification can be made which will affect his calculations. However, 
any receiver of such cotton, if dissatisfied with the grade thus estab- 
lished by the inspection bureau, can request a reclassification. Such 
reclassifications are conducted in exactly the same manner as are the 
original classifications and as if the cotton had never been previously 
submitted to the inspection bureau. In case, on any such reclassifi- 
cation of certificated cotton within one year after its grade has 
been originally certified to, the classification conunittee decides 
that the cotton should be placed in a lower grade or class, then 
the owner of the cotton can demand compensation to cover the 
amount of the reduction in the contract value of the cotton as meas- 
ured by the established differences of the exchange. Thus if, on 
reinspection, cotton which has been classed as low middling at a dif- 
ference of, say, 0.50 cent off is graded as strict good ordinary at a 
difference of, say, 0.75 cent off, the owner is entitled to 0.25 cent per 
pound to cover this reduction in contract value. 

Inspection fund of the New York Cotton Exchange. — To 
provide for such claims the New York Cotton Exchange main- 
tains an inspection fund. This inspection fund is derived from fees 
charged for the inspection of cotton, this charge at present being 25 
cents per bale for cotton accepted and 10 cents per bale for cotton 
rejected. In case of an appeal from the decision of the classification 
committee, an additional charge of 10 cents per bale is made, unless 
the decision is in favor of the party faking the appeal, in which case 
there is no charge. The inspection fund, aside from being responsible 
for the grade of the cotton up to the time it leaves port, or otherwise 
up to the expiration of a year from the time it was originally classed, 
is also liable to the last receiver or shipper for any false-packed 
cotton which was certified to as being of grade ; the liability in this 
case continues for ninety days after the cotton has been shipped 
from the port of New York. 

The New York Cotton Exchange assumes no liability, beyond the 
inspection fund, for any changes in the grade of cotton. Members 
of the New York Cotton Exchange have frequently stated in public 
that the exchange guarantees the grade of cotton certificated, and such 
a statement is printed periodically in official circulars of the ex- 
change. This is not strictly true, the rule of the exchange on this 
point providing as follows : 

Sec. 105. The cotton exchange inspection fund shall be respon- 
sible to the last receiver or shipper for any false-packed cotton 
represented by any receipt which is accompanied by an inspect- 
or s certificate of grade, but all liability therefor shall cease 
ninety days after the cotton has been shipped from the port of 
New York. 
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Sec. 107. Any member of the exchange holding a negotiable 
warehouse receipt and an inspector's certificate of grade, desiring 
to withdraw the cotton from warehouse and to avail himself of 
his claim upon the cotton exchange inspection fund, shall have 
the right to do so in the same manner as to sampling and classi- 
fication and at an expense of 5 cents per bale. 

* , * m * m * 4e 

If at any time the said fund shall not be sufficiently large to 
pay all the claims upon it, as well as the salaries and expenses 
provided for in section 103, the said claims shall be received and 
filed, and shall be paid in the order of their receipt as soon es 
money available for that purpose shall have been paid into said 
fund. 

In no case or event shall the New York Cotton Exchange as- 
sume or be made liable for any charge, expense, or claim what- 
soever by reason of the establishment of the cotton exchange in- 
spection fund, or by reason of, or growing out of, the issue of any 
certificate of grade as hereinbefore provided for. 

The New York Cotton Exchange is the only exchange which main- 
tains a permanent bureau for grading cotton in this manner or which 
provides for an inspection fund to assume responsibility for the grade. 

Comparison of New York and New Orleans methods of classi- 
fication. — It will be seen, therefore, that the New York system of 
classification is radically different from that employed in New Or- 
leans. The New Orleans Cotton Exchange assumes no official respon- 
sibility whatever for the grade of the cotton, but merely undertakes 
to select arbitrators to pass upon cotton on contract deliveries. Un- 
der the New Orleans system, cotton must necessarily be sampled and 
classed each time it is tendered on contract; if a given lot of cotton 
were retendered several times during a year, the process would have 
to be repeated, in each instance. As a matter of fact, cotton is seldom 
retendered in New Orleans, but is ordinarily taken up by the receiver 
and put into his general stock if he does not have an immediate cus- 
tomer for it. 

The New York Cotton Exchange, on the other hand, it will be seen, 
officially undertakes, through its inspection bureau, to establish 
definitely the grade of the cotton which goes into its tenderable stock ; 
so that a given lot of cotton might be retendered an indefinite number 
of times during the year following this certification without being 
resampled. 

Members of the New York Cotton Exchange have laid great stress 
upon the advantages of this system. Some of these advantages, as 
well as some defects, of the system will be discussed in a later part. 
It may be pointed out here that, while the arbitrators of the New 
Orleans Cotton Exchange not only grade the cotton but establish the 
relative values of the various grades as compared with middling, 
using the official spot quotations of the exchange as a basis, the classi- 
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ficatlon committee at Xew York has nothing to do with the relative 
values of grades. These are established by an entirely different com- 
mittee, as described in section 6. 

One of the most distinctive features of the Xew Orleans system of 
classification as compared with that employed by the New York Cot- 
ton Exchange is that both the buyer and the seller are pereonally rep- 
resented at the time the samples are drawn at the scales, and that the 
buyer and the seller may at any time prior to final appeal to the 
appeal committee of three come to a mutual agreement, if they can, 
as to the grade of the cotton. In New York, on the other hand, the 
buyer of the cotton is not directly represented in any way in the actual 
\vork of sampling or classification, but the owner of the cotton may 
have a representative present at the time the cotton is sampled. In 
the actual classification of these samples neither the seller nor the 
buyer is supposed to have any voice, the whole matter being taken 
out of the hands of the interested parties and intrusted to the inspec- 
tion bureau. 

Section 5. Method of establishing differences between grades of cotton 
delivered on contract in New Orleans. 

In view of the fact that future contracts in cotton permit the de- 
livery of a variety of grades of widely varying values at differences 
on or off the value of middling, it is obviously of the .highest im- 
portance that these differences shall be correctly established. It is 
apparent that this matter has a very important bearing on the value 
of the contract. This subject is, indeed, one of the most important 
with which this report is concerned. 

The two cotton exchanges in this country on which a future busi- 
ness is conducted — that is, the New Orleans Cotton Exchange and 
the New York Cotton Exchange — employ radically different methods 
of establishing these differences. 

In New Orleans what is commonly called the commercial-difference 
sy.stem is employed. The method prescribed in that market for estab- 
lishing differences on or off the price of middling for the other grades 
tendered on contract has already l)een briefly indicated in the discuf^- 
sion of arbitrations in that market. A committee on spot quotations 
appointed monthly by the board of directors and composed of five 
members representing different branches of the trade meets daily and 
establishes what are termed the official spot quotations of the New Or- 
leans Cotton Exchange for that day. Those quotations are supposed 
to be determined by the actual market value of the respective grades 
for that particular day, this market value being ascertained from 
the pricas at which these different grades have actually been sold 
during the day. The members of the committee, aside from being 
actively engaged in the buying and selling of cotton, are supposed 
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to move about in the trade daily and thus become thoroughly con- 
versant with what has taken place. The rule covering the duties 
of this committee until recently was as follows : 

COMMITTEE ON CLASSIFICATION AND QUOTATIONS. 

The committee on classification and quotations shall consist of 
five members; thev shall be appointed monthly by the board of 
' directors, and shall have charge of all questions of classification 
and quotations of cotton. 

They shall inquire and report as to the standards of other 
principal markets, and provide and keep on exhibition samples 
of the standards of such markets. 

They shall keep on exhibition standards of this market, which 
may be supplied sealed to the members of the cotton exchange on 
payment or whatever price the committee may consider proper. 

It shall be the duty of this committee to furnish daily quota- 
tions of the different grades of cotton as sold in average lists, not 
varying more than one full'grade, based on the standards of this 
market adopted by this exchange, which are to be posted promi- 
nently in the exchange rooms. 

While the rule simply provides that the committee shall consist of 
five members, in practice it has been the custom to constitute the 
committee by the appointment of two factors, two spot buyers, and a 
spot broker. The factors, as sellers, are presumably in^terested in 
obtaining the highest value for cotton, while the buyers naturally 
desire to secure it as cheaply as they can. The spot broker is sup- 
posed to be neutral. The quotations established by the committee 
are posted on the bulletin and eventually recorded in the books of the 
exchange. They were also printed in the official daily circular of the 
exchange in the following form (which has recently been changed as 
noted below) : 

OFFICIAL — NEW ORLEANS CLOSING SPOT PRICES. 

Quotations are based on cotton in press of warehouse as sold in 
average lists not varying more than one full grade, i. e., a half 
grade above and below the grade quoted. 



Low ordinary . . 

Ordinary 

Good ordinary . 
Low middling . 

Middling 

Good middling 
Middling fair.. 
Fair 




nom'l. 



Sales, spots, 525 bales, including 100 bales on f. o. b. terms; 
sales to arrive, 75 bales. Stained and off color t'lr @ f lower than 
quotations. Market, quiet and steady. [June 11, 1907.] 
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These prices were supposed to be based on sales of lots or lists of 
cotton which were nearly uniform in quality, or, as the above explana- 
tory note states, " average lists not varying more than * * * a 
half grade above and below the grade quoted." 

It 'frequently happens that lots of cotton sold in the spot market 
are not uniform in quality or nearly so, but instead include a wide 
assortment of grades; such mixed lots are often sold at a single or 
average price. A given lot of cotton which was badly mixed, 
although averaging a certain grade, might not bring the same price 
as another lot of cotton comprising only a very narrow range of qual- 
ity, even though the average grade were the same. At the time this 
rule was adopted cotton was extensively sold in lists showing verj'^ 
little variation in quality, and the rule was intended to exclude from 
the basis of quotations lists which showed a very wide variation in 
quality. The rule, of course, tended to secure uniformity in the 
basis of quotations. In other words, quotations were supposed to be 
based on cotton which, though not absolutely eveji running — that is, 
of a single grade— nevertheless was nearly so. Under a recent amend- 
ment to the rules," this requirement with respect to such narrow listj? 
was discontinued, and* instead quotations are now based on cotton 
" sold on spot terms," which in substance means cotton sold for deliv- 
ery in seven days without regard to the range of quality within a 
single list. In explanation of the abandonment of the former provi- 
sion respecting average lists, it is stated that only a small proportion 
of the cotton now sold in the New Orleans market is sold in lists that 
would come within the strict letter of the old rule. As shown in 
Chapter VIII, the rule had, prior to its abandonment, been more or 
less disregarded. At the time of its adoption, however, the rule 
appears to have been a proper one. The restriction of quotations to 
lists which are nearly even running tends, of course, toward greater 
precision in the quotation of specific grades. It is urged, however, 
that quotation committees must quote the market as they find it, and 
to use only quotations for extremely narrow lists when the bulk of 

"This rule was amended February 21, 1S)0.S, effective March 3, 1008, and made 
to read as follows : 

COMMITTEE ON SPOT QUOTATIONS. 

A committee on spot quotations, to consist of five members, shall be appointed 
monthly by the board of directors. 

It shall be the duty of this committee, subject to such rules and regulations 
as may be made by the board of directors, to furnish daily quotations of spot 
cotton as sold In this market on spot terms; all quotations shall be based ui)on 
the standards of this market as udoi)ted by this exchange, and such quotations 
shall be ix>sted promhieutly hi the exchange rooms. 
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the business is in much wider lists would, instead of securing such 
accuracy, really result in inaccuracy. Under the present rule con- 
siderable discretion is necessarily left to spot-quotation committees. 

The differences between the prices for middling and those for the 
other grades quoted are usually spoken of as '' spot-market differ- 
ences " or " commercial differences/" 

These commercial differences for full grades, as already explained, 
are directly applied, in the case of deliveries of cotton on contract, 
by the arbitrators chosen to pass on such cotton. In other w-ords, 
the differences for full grades which are added to or deducted from 
the basis price in the case of contract deliveries are the differences 
in spot quotations thus quoted by the spot-quotation committee. 
For instance, if the arbitrators in passing upon samples for a given 
delivery of contract cotton should find it to be good middling vand 
the spot-market differences for the sixth day prior to such deliver}^ 
were the same as those just given, then the arbitrators would declare 
that such cotton should be accepted by the buyer at this spot-market 
difference of seven-eighths cent " on " (the difference between 13 
cents and 13 J cents). Or, if they found cotton exactly low middling 
in grade, they would give it a difference of Ipj*^!* cents off (the differ- 
ence between 13 cents and lly^^ cents). Of course, it will be under- 
stood that the basis price used in settling future deliveries is that 
named in the contract when it was originally made and which may 
be quite different from the spot price of middling current at the 
time of actual delivery. 

If the cotton tendered exactly corresponds to the official types for 
half grades, then the arbitrators fix differences halfw^ay between the 
spot-market differences for the two adjacent *full grades. This ap- 
plies, however, only to white cotton or cotton of good color. In the 
case of tinged and stained cottons, the committee on spot quotations 
establishes no specific prices, simply quoting these, as will be seen 
from the excerpt from the circular above given, at a range off the 
quotations for the corresponding grades of white cotton. On the 
day that the quotations just referred to were established the com- 
mittee quoted " Stained and off color ^ (ft I lower than quotations.'' 
The arbitrators in classing such cotton must make allowance for 
such discoloration within the range thus quoted. Furthermore, it 
may be that cotton, for other reasons, such as the amount of sand 
or dust, or its general character, is not up to any one of the full grades 
or half grades, or is a little better than the nearest of these, in which 
case the arbitrators also make an allowance. 

The printed rules of the New Orleans Cotton Exchange contain 
almost no detailed provisions for arbitrators. One member of that 
exchange said in this connection: 
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We have no rules to govern the arbitrators at all. The cotton 
that is put to arbitration is absolutely in their hands. They 
make an allowance, but thev do not explain why. * * * There 
are two sets of samples and those samples must tally. The^e are 
very severe penalties if a man tampers with samples. They have 
l)efore them a list of official differences and they base their clas- 
sification accordingly; but they are not absolutely bound by 
them. They are absolutely bound by the types. 

From the form of contract given on page 61, however, it will be 
seen that differences on contract delivery are to be established " ac- 
cording' to the quotations of the New Orleans Cotton Exchange exist- 
ing on the sixth day previous to the day on which delivery is made.'' 

AVhile arbitrators in the New Orleans market establish the value of 
the cotton which they arbitrate, they virtually first establish its 
grade. A broker in the New Orleans market who has frequently 
served as an arbitrator said in this connection : 

They [the arbitrators] base their calculations entirely on spot 
quotations. For instance, if I as an arbitrator arbitrated 50 bales 
as part of a tender against 100 bales, and that 50 bales happened 
to be strict low middling in my opinion, I would apply the differ- 
ence for strict low middling. I would say to myself, mentally, 
after carefully examining it, that this cotton was strict low mid- 
dling. Then, I have a memorandum before me always. I do not 
depend upon memoiy for the fixing of differences, but a man in 
the arbitration room has a memorandum of those differences and 
I always refer to that. I do not put down on that piece of paper 
what I call it. As an arbitrator 1 class the cotton and go through 
the mental process of seeing how much off it is for color if there 
is color in the bale. 

Allowance for staj»le cotton. — In case cotton submitted for arbi- 
tration on contract deliveries possesses unusual length of staple the 
arbitrators make an allowance for this, provided a request is made 
by the deliverer that staple lie taken into consideration. No allow- 
ance is made on any contract delivery, however, unless 80 bales out of 
the number (approximately 100) show a staple length of at least 1^ 
inches. The allowance for staple, moreover, as in the case of the New 
York Cotton Exchange, can not exceed one-fourth of a cent per 
pound. As long-staple cotton frequently sells in the spot market for 
several cents per pound higher than short staple of the same grade, 
the effect of this rule is to prevent the tender of extra-staple cotton on 
future contracts. The rules of the New Orleans Cotton Exchange 
with respect to staple cotton are as follows: 

Staple cotton may be delivered on contract and allowed a pre- 
mium not in excess of i c. per pound. 

If, at the time cotton is offered for valuation by the arbitration 
committee on classification, the deliverer shall request that the 
staple of such cotton, as well as the grade, shall be taken into 
consideration, it shall be the duty of said committee so to do. 
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In order that the value shall be allowed, at least eighty (80) 
bales in each contract shall have a length of * not less than one 
and one-sixteenth (ItV) inches, and both strength and style shall 
he considered in determining staple values. 

No allowance shall be made on account of staple for cotton 
grading under low middling. 

When allowance is made it shall be in accordance with the 
actual market value of like staple, but in no event shall more 
than one-quarter (i) cent per pound be added on account of 
staple. 

Special characteristics of spot quotations. — It is worth noting, 
in view of the dissatisfaction which, as shown elsewhere, has fre- 
quently arisen over quotations, that quotation committees in New Or- 
leans and in nearly all other southern markets quote only one price 
for each grade of cotton, and not a range of actual sale prices or a 
bid-and-asked range. Furthermore, these prices are those prevailing 
at about the hour of the committee's meeting, which in New Orleans 
is 2 o'clock, except on Saturdays. Consequently, if a change in the 
market has occurred during the day, the prices thus established in the 
afternoon will l^e at variance with those at which some of the day's 
busineas has been effected. It is probable that this point has been 
overlooked at times by those who have challenged the accuracy of 
official quotations. 

The important point to be brought out with reference to this New 
Orleans system of establishing differences, in contrast Avith the New 
York system, is that the quotation committee meets daily and may 
change the quotations eveiy day, and is supposed to change them 
every day if market conditions, as determined by actual sales, war- 
rant such frequent change. Until very recently the spot-quotation 
committee alone could change the quotations of the various grades, 
even when the change involved changes in the relative values or dif- 
ferences between grades. Under a recent amendment to the rules,** 

" Previous to the recent change in the rules, which took effect on March 3, 
1908, the siwt-quotatlon committee had been required to meet once a 
month with the committee on arbitration and dassittcation, which consists of 
eleven members, and this joint committee, which is known as the revision com- 
mittee, established the prices of the various grades for that daj'. Quotations 
established by this joint committe<% however, were no more binding than those 
of the spot-quotation committee Itself, and could be changed on the next day 
by the si)ot-q notation committee alone if In the Judgment of that committee 
market conditions warranted such change. The original Idea of the monthly 
meeting of the revision committee was that the joint committee would line up or 
true up the differences at least once a month, and thus he\\i the spot-quota- 
tion committee to avoid any serious error prior to another meeting of the joint 
committee. 

The committee on spot quotations, it may be noted, is still required to meet 
with the arbitration committee on classification, as a revision committee, regu- 
larly on the first Friday of each month in addition to meetings at the request 
of members of the siwt-quotatlon committee, as above noted. 
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the spot-quotation committee alone can not change quotations in such 
a way as to change differences, but must, in case a change of that 
character is deemed necessary, call in the arbitration committee on 
classification, which, as already stated, is a body of eleven members. 
This does not mean that the spot-quotation committee can not 
change quotations of the various grades, but simply that it can 
not make changes which affect the relative values or differences 
between grades. This recenf amendment to the rules does not change 
•the fundamental principle of the New Orleans system — ^that grade 
differences applicable to contract deliveries are to be changed when- 
ever these differences or relative values between grades are changed 
in the spoti market. Instead, the amendment of the rules was in- 
tended to secure greater accuracy in making such revisions. 

Section 6. Kethod of establishing differences in New York. 

In contrast with this method of establishing differences between 
grades for deliveries on future contracts in New Orleans on the basis 
of actual. daily transactions, the New York Cotton Exchange has 
for a long time established these differences but once or at most but 
twice in a crop year. The method adopted by the New York Cotton 
Exchange, which is usually known as the " fixed-difference " system, 
but which may be called the " periodic-difference " system, is as fol- 
lows : *• 

A committee known as the committee on revision of quotations of 
spot cotton * is chosen yearly by the board of managers of the ex- 
change. This committee at present consists of 17 members. It meets 
twice a year, namely, on the second Wednesday in September and the 
third Wednesday in November, for the purpose of establishing differ- 
ences between middling cotton and the other grades recognized by 
the exchange, to be used in settling deliveries on future contracts. As 
a matter of fact, for several years prior to 1907 the committee took 
no action at its September meeting, so that it has in practice estab- 
lished differences but once a year. In 1907 differences were revised 
at the September meeting, but no change was made at the November 
meeting, so that these differences again hold for the period of a full 
year. 

The by-laws of the New York Cotton Exchange leave wide discre- 
tion to the reyision committee in the fixing of differences, as will 
be seen from the following excerpt from them : 

Sec. 67. The committee on revision of quotations of spot 
cotton shall consist of seventeen members, representing the 
various interests of the exchange. At any meeting of this com- 
mittee ten members shall constitute a quorum. If no quorum of 

" The two terms are used synonymously in this rei)ort. 

*Thl8 committee Is hereafter referreti to as the revision comnilttw. 
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this cominittee can be obtained, the president shall appoint a 
sufficient number of members of the exchange to form a quprum. 

The duty of this committee shall be to meet twice a year, viz, 
on the second Wednesday of September and the third Wednesday 
of November, at three tliirty oVlock p. m., and receive a report 
from the^ committee on spot quotations .as to the state of the 
market; also suggestions or opinions from any member of the 
exchange reg^rdniff the revision of spot quotations. 

The committee shall on the day of meeting consider the report 
of the committee on spot quotations and the suggestions and opin- 
ions presented bv members, whether iu writing or verbally, and 
establish the differences in value of all grades, on or off, as re- 
lated to middling cotton, which shall constitute the rates at which 
grades other than middling may be delivered upon contract. Its 
reports shall be publicly announced by the superintendent at the 
opening of the exchange on the day lollownng its meeting, shall 
be .posted for five days iipon the bulletin of the exchange, and 
shall be printed in the official circular of the exchange. 

Should any day appointed for a meeting of this committee fall 
upon a holiday, the committee shall meet upon the next business 

The superintendent of the exchange sliall place upon the bulle- 
tin of the exchange a notice, announcing the meeting of the com- 
mittee, at least five days before such meeting shall be held. 

The provision for a report from the committee on spot quotations 
has for a long time been more or less of a dead letter, for the reason 
that that committee quotes a price for middling only. Practically, 
differences have come to be established almost altogether on the per- 
sonal judgment of the members of the revision committee. Originally 
the aim of the committee appears to have been to establish differences 
on the basis of the commercial differences in New York and leading 
southern markets existing at the date of the committee's meeting. 
Later, however, as the volume of spot business in the New York mar- 
ket decreased, the committee, to some extent at least, abandoned this 
basis, and appears to have attempted to forecast the probable average 
of differences during the interval before another meeting. This, how- 
ever, is not an established rule, and differences for many years have 
been arrived at on the basis of any considerations w'hich the committee 
has seen fit to take into account. The absence of any fixed rule, and 
the apparent absence of any common understanding among meml)ers 
of the committee as to what basis should be followed in fixing differ- 
ences, are well illustrated by the following correspondence taken from 
the minutes of the New^ York Cotton Exchange at a time when some 
conflict of opinion existed among members of the committee on this 
point. 
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Philadelphia, Novemher 2S^ 1903. 
Mr. Robert P. McDougall, 

President New York Cotton Exchange^ New York. 

Dear Sir : We most earnestly request a ruling by the board of 
mana^rs as to what, under section 72 * of the by-laws, shall be 
considered as governing the committee on the revision of quota- 
tions of spot cotton in fixing the differences between grades under 
that section. 

This section (72), after giving particulars and the time of 
meeting, states : 

" The committee shall on the day of meeting consider the report 
of the committee on spot quotations and suggestions and opinions 

f)resented by members, whether in writing or verbally, and estab- 
ish differences in value of all grades on or off as related to mid- 
dling cotton, which shall constitute the rates at which grades 
other than middling may be delivered on contract." 

The particular point that we request a ruling upon by the board 
of managers of the New York Cotton Exchange is as to whether, 
under section 72, it is understood that these differences shall be 
annually fixed in accordance with the commercial value of the 
same grades in the South and their selling value to spinners, with 
due consideration of the weather conditions which have existed 
and are existing, as they may affect future values in connection 
with that portion of the crop still to be picked, or whether the 
committee may establish differences between the values of the 
different grades as they may deem best, without being controlled 
by the commercial values. 

We, in this letter, make no plea for any particular method, but 
we earnestly request that the board of managers make a ruling 
upon this question. AVe consider it quite as necessary a dec^ision 
for the exchange to make as any which would govern transact icms 
in futures, ana also a vital question as affecting the business of 
the cotton world, which now and in the future maly be based 
upon the New York quotations. It will certainly have a bearing 
upon the merchant's ousiness in tlie future, and as cotton mer- 
chants we desire to know the facts. 

In connection with our request we attach herewith copy of 
letter addressed to the chairman of the committee on revision, 
together with copy of his reply, which to our minds fails to spe- 
cifically answer the question addressed to him, although the last 
clause of his reply, reading that '* No measure should be enter- 
tained for individual interests,'' with which sentiment we are 
heartily in accord, would indicate that the differences are to be 
governed by the commercial Values of the grades, as only uncom- 
mercial or artificial differences can be considered as favoring 
special as against general interests. 

(lEo. H. McFadden & Bro. 
Following are copies of the indosures referred to in the above 
letter : 



•The by-law in question is now No. (»7. Set* page 85. 
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pHiLADEr^HiA, ^ovemher 19^ 1903. 
Mr. George Brennecke, 

Chairman^ Committee on Revision^ 

New York Cotton Exchange^ New York. 
Dear Sir : Will you kindly advise us your understanding, as 
chairman of the committee on revision, as to the basis on which 
the differences between grades should be fixed by the revision 
committee? That is, what facts should be considered by them? 
One of the members of this firm is a member of the revision com- 
mittee, but we request a statement from you as to your inter- 
pretation of how the differences should be arrived at. We desire 
to know whether or not his ideas, which are the same as our own, 
are in accord with your understanding of the duty of the com- 
mittee in determining what is to govern them in fixing the dif- 
ferences. It is only fair to the members of the committee that 
the facts which are to govern them should be known to the mem- 
bers of the exchange. 

Yours, truly, George H. McFadden & Bro. 



New York, November 20, 1903. 
Messrs. George H. McFadden & Bro., 

Philadelphia. 
Dear Sir: In answer to your yesterday's favor I beg to say 
that in my understanding the duties of the revision committee 
are the same as those of any other committee, or, in fact, of 
any officer or the board of managers of the exchange. That is. 
the welfare of the exchange should be considered only and no 
measures should be entertained for individual interests. 
Very truly, yours, 

George Brennecke. 

The board of managers, at the meeting in which this request was 
considered, adopted a resolution providing that the communication 
be acknowledged with the statement that it was not within the prov- 
ince of the board of managers to interpret the by-laws of the ex- 
change. 

It will be seen, therefore, that the revision committee is practically 
unrestricted by any rules in the work of establishing differences be- 
tween grades, the prescribed duties simply being to meet on the 
dates stated, to receive a report from the committee on spot quotations, 
as well as suggestions or opinions from members of the exchange, 
to consider such reports, suggestions, and opinions, and " establish 
the differences in value of all grades on or off, as related to mid- 
dling cotton, which shall constitute the rates at which grades other 
than middling may be delivered upon contract." In practice the 
committee, through the superintendent of the exchange, usually 
communicates with leading southern markets just prior to its meet- 
ings in order to ascertain what the prevailing commercial differ- 
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ences in those markets are, and the general character of the crop. 
The extent to which such information obtained from southern mar- 
kets has been followed in actually fixing differences on some occa- 
sions is discussed in the following chapter. 

The differences having been established by the committee, they can 
not, under the by-laws of the New York Cotton Exchange, be altered 
until the next regular meeting of the committee — ^that is, after the 
committee meets in September the differences can not be altered until 
the November meeting, and after that meeting they can not be altered 
until the following September. 

In 1907 a recommendation was made by a special committee on re- 
vision, and indorsed by the board of managers, providing for an ad- 
ditional meeting of the revision committee in December, with the 
further provision that the differences established at that meeting 
should be subject to review by the board of managers, provided a re- 
quest for such review were made by 50 members of the exchange 
within ten days after the meeting. This proposed amendment to the 
by-laws was lost on a tie vote. 

Earlier methods of establishing differences in New York. — 
The New York Cotton Exchange for many years employed the com- 
mercial-difference system, and it was not until 1897 that the present 
policy of holding but two meetings of tlie revision committee yearly 
was adopted. For several years after the New York Cotton Ex- 
change was organized the spot -quotation committee was required to 
meet twice daily, except on Saturdays (when only one meeting was 
held), to establish the market quotations of the recognized grades of 
cotton. These quotations, like those of the New Orleans Cotton Ex- 
change at the present time, were used as the basis for adjusting differ- 
ences on contract deliveries. Some time later the committee was 
required, at its first meeting daily, to quote only low middling and 
middling cotton; but daily quotations were required at the final 
meeting for all the principal grades. Still later, good ordinary was 
added to the list of grades required to be quoted at both meetings. 

In Jfovember, 1880, the rules were amended by providing for a 
revision committee of the exchange, which was to consist of eight 
members. The* duties of this revision committee were defined as 
follows : 

The duty of this committee shall be to meet and act in con- 
junction with the quotation committee at the second meeting of 
said committee on Thursday of each week, and also, at the call 
of the chairman of the quotation committee, on any other day 
that the quotation committee may deem a revision of grades 
desirable. 

It will thus be seen that a revision in grade differences could not 
be made by the quotation committee without consulting the revision 
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committee. As the revision committee, however, was required to 
meet at least once a week, it was doubtless the intention that this com- 
mittee should follow the commercial-difference principle. In May, 
1888, an amendment to the by-laws was adopted by which meetings 
of the revision committee were limited to nine a year, namely, on the 
second Wednesday of September, October, November, December, Jan- 
uary, February, March, April, and June. The duties of the com- 
mittee were defined as follows : 

To meet ♦ * ♦ and receive a report from the quotation 
committee as to the state of the market; also suggestions or 
opinions from any members of the exchange regarding the re- 
vision of spot quotations. They shall then (on the day of the 
meeting) furnish to the superintendent of the exchange a written 
statement of any revision in quotations which they deem advis- 
able and which shall constitute the official quotations of the ex- 
change. 

In October, 1888, amendments were adopted by which the quotation 
committee was required to establish the market quotation of middling 
cotton only, these amendments providing that the relative differences 
in valuation between the grades, not only for contract deliveries, but 
also for spot quotations,** should be those determined by the revi- 
sion committee. The provision requiring the revision committee to 
meet nine times a year remained in force until October 20, 1897, when 
an amendment to the by-laws was adopted providing that the revision 
committee should meet only twice a year, namely, on the second Wed- 
nesday of September and the third Wednesday of November. This 
provision is still in effect, amendments submitted in 1907 providing 
for an additional meeting of the committee having been lost, as above 
jioted, on a vote of the members of the exchange. 

For part of the time that the revision committee was required to 
meet nine times a year it was directed to obtain quotations of the 
various gi-ades of cotton from southern markets, as will be seen from 
the following excerpt from the rules: 

It shall further be the duty of this committee to obtain, not 
later tlian the first of November in each year, from the cotton 
exchanges of Galveston, New Orleans, Mobile, Savannah, 
Charleston, Norfolk, Memphis, and Augusta, full sets of types 
of both white and stained cotton, which types shall be submitted 
to the classification committee of the exchange for comparison 
with the standard types of this exchange, obtaining from such 
classification committee a certificate of the difference, if any, 
between each type so received from the various exchanges and 
the type bearing the same name of this exchange. After having 
obtained such types from the other exchanges and the certificate 
of comparison of grades from the classification committee, it 

« See page 242. 
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shall be the duty of the revision committee to procure, through 
the superintendent of the exchange, from the various exchanges 
named, quotations of the various grades, both white and stained, 
ruling in the markets named, in time for the regular meeting oi 
the revision committee, as provided in the preceding section. 

This requirement was later abandoned. The present duties of the 
revision committee, as defined by the by-laws, have already been 
given on page 85. 

By an amendment adopted November 22, 1893, it was provided 
that spot prices should be quoted in the daily circular of the exchange 
only for middling upland and middling gulf cotton. 

It will be seen, therefore, that from the organization of the ex- 
change down to November, 1880, spot quotations of the various grades 
which governed differences for contract deliveries were established 
by the spot-quotation committee, but that beginning in November, 
1880, and continuing until 1888, the revision committee was required 
to meet at least once a week, in conjunction with the spot-quotation 
committee, and that no revision of grade differences could be made 
except at such joint meeting. Since 1888 the establishment of grade 
differences has been wholly within the hands of the revision com- 
mittee. From 1888 to October, 1897, the committee was required to 
meet practically once a month during the active season, or nine times 
a year ; since October, 1897, the committee has been required to meet 
but twice a year. 

Section 7. Method of establishing differences in Liverpool. 

The method of establishing differences for settlement of deliveries 
on future contracts on the Liverpool Cotton Association is similar 
to that employed in New Orleans in that relative commercial values 
are the basis. The practice in Liverpool, as far as American cotton 
is concerned, is briefly as follows : 

A panel of 18 arbitrators is selected annually by meml>ers of the 
association to represent the respective interests of members dealing 
in American cotton, the proportion of such representation being fixed 
annually by the directors of the association. Five members of this 
committee form a quorum. 

When cotton is tendered on contract, 2 arbitrators from the panel 
of 18, selected by a process of rotation, act on each tender, one 
arbitrator representing the buyer and the other the seller. Neither 
the buyer nor the, seller, however, knows who is to act as his 
arbitrator, nor is any arbitrator supposed to know the firm for whom 
he is 'acting. Samples of the cotton to be arbitrated are exposed' on 
tables in the arbitration rooms, such samples usually being grouped 
into several lots or marks, of approximately uniform grade, not more 
than four marks being allowed any one tender. The arbitrators fix a 
33222—08 8 
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value upon these samples, using middling as a basis. Thus, a given 
lot would be declared by the arbitrators to be worth, say, 30, 40, or 
more points on or off middling, as the case may be, and when the 
cotton is tendered on contract these premiums or deductions would 
be added to or deducted from the contract price. 

In the event that either buyer or seller is dissatisfied with the 
arbitrators' award, an appeal may be made to what is known as the 
appeal committee. This appeal committee is elected by the members 
of the association. Members of this appeal committee may also serve 
as arbitrators, but they are not allowed to serve on an appeal commit- 
tee to pass upon cotton which they have already passed upon as 
arbitrators. They examine the cotton in substantially the same man- 
ner as the original arbitrators, but their award is final and binding 
upon both buyer and seller. If cotton is tendered which is not 
within the range of quality prescribed by the contract, it may be 
rejected and returned to the seller with a penalty. 

It will be seen, therefore, that the process of arbitration in Liver- 
pool is merely an appraisal or valuation of the cotton tendered rela- 
tively to middling. The arbitratoi*s do not undertake to say that the 
cotton is of any specific grade. The Liverpool Cotton Association 
has a spot-quotation committee, which sits daily, and the quotations 
of all grades are subject to alteration on any day at the discretion of 
this conmiittee. The committee is supposed to establish its quotations 
in accordance with the prices obtainable in the open spot market. Its 
quotations are used as a guide by the arbitration and appeal com- 
"mittees, but are not so binding as similar quotations in the New 
Orleans market. 

The Liverpool Cotton Association maintains duplicate standards 
of xVmerican cotton, one set of which is known as the reserve stand- 
ard, and the other as the working standard. These standards are 
supposed to be made up annually by the appeal committees for 
American cotton and are kept in the possc-hion of the secretary of the 
association. ,The reserve standards can not be altered without the 
express authority of the association. The by-laws of the association 
provide that the working standards shall be compared with the re- 
serve standards by the appeal committee for American cotton at least 
once a month and shall be renewed at least once a year. The working 
standards are to be available in the settlement of arbitrations and 
appeals. 

The standards of the Liverpool Cotton Association are not identical 
with those of the same name recognized by the New York Cotton 
Exchange, good ordinary cotton in Liverpool really being fairly close 
in grade to the low middling of New .York. In the case of the grades 
above middling, however, the quality in Liverpool is rather lower 
than that for the grades of the same names, respectively, recognized 
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by the New York Exchange. Middling itself means about the same 
grade of cotton in the two markets. The Liverpool contract for 
American cotton permits the delivery of any grade from good ordi- 
nary to fair. Prior to 1901 nothing below low middling could be 
tendered. Owing to the differences in the standards just alluded to, 
however, cotton which would pass as good ordinary in New York 
might not and probably would not be accepted in Liverpool. 

Ajajowa:sce for extra staple in Liverpool. — ^Whereas both the 
New York and New Orleans cotton exchanges limit the allowance for 
extra length of staple in contract cotton to one-fourth cent per pound 
and make no allowance unless 80 per cent of the cotton in a given 
tender shows staple of a certain length, in Liverpool the allowance 
for extra staple is made for each bale showing such length, and more- 
over is not limited, but is supposed to accord with the value of such 
cotton in the open market. These allowances vary veiy widely with 
the character of the crop. In the season of 1906-7, when the grade of 
the American crop was phenomenally low, allowances for extra long 
staple ranged in some cases as high as 400 points ; that is, as high as 
4d. per pound. The practice of allowing or endeavoring to allow full 
value of staple is objected to by some on the ground that the buyer 
of a basis contract may be forced to receive very high grade cotton 
which he may not desire and which, owing to the difficulty in classing 
and the wide range of value, he may not be able to dispose of in 
the spot market at the same relative value at which he was obliged to 
pay for it when it was tendered him. 

Section 8. General method of establishing spot quotations in southern 
markets. 

The method of establishing spot quotations in New Orleans by a 
committee which meets daily, and which is supposed to be governed 
by actual transactions in the open market, is employed, in substance, 
in all other important spot markets of the South. As no other south- 
ern market, however, has an exchange on which futures are dealt in, 
some of the features of the New Orleans system are not duplicated. 
In some of the smaller markets the work of establishing quotations, 
especially for inactive grades, is done in a more or less perfunctory 
manner. Another consideration of some importance is that many 
southern exchanges do not maintain standard types of grades, or 
maintain them only in a rather haphazard manner. These circum- 
stances were taken into account by the Bureau in its investigation. 
In other southern markets, however, quotations are established with 
care. An important feature of the methods of establishing quota- 
tions is that, either by rule or by custom, it is almost the universal 
practice to have both buyers and sellers represented on the quotation 
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committees. A brief description of the actual practices employed by 
the quotation committees of various exchanges is given below : 

Galveston, Tex. — The rules of the Galveston Cotton Exchange 
and Board of Trade provide that the board of directors shall annually 
appoint a committee on quotations and classification, and that this 
committee shall be composed of six members, consisting of three fac- 
tors and three buyers or brokers. The duty of this committee is " to 
furnish daily quotations of the different grades of cotton, based on 
the standards of this market, adopted by this exchange, which are to 
be posted prominently in the exchange rooms." 

The committee meets daily and sales are reported to it on a slip of 
paper showing buyers and sellers, quantities, and prices at which sales 
have been made. These prices are discussed, together with the relative 
position of the Galveston market and other markets, and then* a vote is 
.taken as to whether or not the quotation of the previous day shall be 
changed. Change is made by majority vote. In case of tie, the chair- 
man of the committee votes a second time, and this determines the 
quotation. 

Investigation showed that the official standards of the exchange 
have not been regularly renewed ; this is true of many other southern 
exchanges. 

Houston, Tex. — The by-laws of the Houston Cotton Exchange and 
Board of Trade provide that the board of directors, at their first meet- 
ing after the second Wednesday in April, shall appoint a quotation 
committee consisting of five members, and they make it the duty of 
this committee to furnish daily quotations based on Houston standards. 

In practice this committee consists of three factors and two buyers, 
and quotations are based upon the sales that have been made during 
the day. Houston ancj Galveston are rival markets, and it was stated 
by members of the Houston Exchange that there is a tendency to 
quote the Houston market high ; but that at the same time there is a 
determination on the part of Houston cotton interests to make the 
cotton bring official quotations. 

Memphis, Tenn. — The committee on classification and quotations is 
appointed by the board of directors. Article VII of the by-laws pro- 
vides that this committee shall be composed of seven members, and it 
shall be their duty " to furnish daily quotations of the different grades 
of cotton based on the standards of this market as adopted by this 
exchange." Quotations are to be posted prominently in the exchange 
room at 12 m. and 3 j). m. of each day. 

In practice the spot-quotation committee serves one month and is 
composed of four buyers and three factors one month, and the next 
month is composed of four factors and throe buyers, the chairman 
alternating. The quotations of the committee are based upon actual 



METHODS OF QUOTING SPOT PRICES IN THE SOUTH. 95 

sales made during the day. If it should occur that a member of 
the committee has not made a purchase or a sale during the day, he 
gets his information as to prices from other members of the ex- 
change who have bought or sold. 

Little Rock, Ark. — ^The cotton and quotation committee of the 
Little Rock Board of Trade consists of five cotton dealers, and it 
is a part of the duty of this committee to obtain and publish prices 
of cotton, in the Little Rock market. 

This committee is appointed annually by the president of the 
board of trade. The chairman of this committee each month appoints 
a subcommittee on quotations, and this subcommittee each day de- 
termines the quotations for the local market. The committee is com- 
posed of two buyers and one factor. Each member of the subcom- 
mittee, either from his own transactions or the transactions of others, 
puts prices on a slip of paper, and these slips are turned over by the 
committee to the secretary of the exchange. If any two agree, their 
figures are the prices; if each is diflFerent the average of all prices 
is used. The quotations are based upon the actual spot transactions 
of the day. 

Augusta, Ga. — Article VI of the constitution of the Augusta 
Exchange and Board of Trade provides for a committee on classi- 
fication and quotation consisting of six members, and it is made the. 
duty of this committee to furnish to the secretary daily quotations 
of the different grades of cotton based on the standards of the 
Augusta Exchange. 

The rules of the exchange make no provision as to the composition 
of the committee, but in practice it consists of three buyers and three 
sellers. If three buyers and one seller or three sellers and one buyer 
unite on a quotation, that is the quotation for the day. In case of a 
tie two quotations are posted; thus, if three members of the com- 
mittee agree that, say, 12 cents shall be the quotation, and three 
others agree that it shall be 12| cents, then the quotation is posted 
12-12J. Otherwise, in case a majority fails to agree on a quotation 
an average of all the quotations is taken, or a special meeting of the 
committee is called to settle the question.** 

Charleston, S. C. — Spot quotations are established every day by 
reports made to the committee on classification and quotations up to 
2 o'clock, and they are based upon the sales of cotton which are made 
in the market. 

The committee, in practice, is composed of three buyers and three 
sellers, and the president of the exchange is ex officio chairman. The 

<»It ahonld be stated in connection with tlie Angiista Exchange that its 
classification is higher than that adopted in most other marlcets. Augnsta 
middling is about the same as Iiiveri)ool good middling, and about the same 
as New York strict good middling. 
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committee bases its work upon the prices at which cotton has actually 
changed hands, and these prices are supposed to represent all sales 
made during the day. 

Mobile, Ala. — The by-laws of the exchange provide that the board 
of directors shall appoint a committee on classification and quota- 
tions, and that this committee shall furnish daily quotations, which 
are to' be posted prominently in the exchange. The committee con- 
sists of five members, two of whom retire every month. It is claimed 
by some that quotations do not always fairly represent ruling prices, 
and there is strong reason for believing this to be true. Examination 
of the records of J:he exchange showed that quotation committees were 
frequently careless in changing differences. This indicates that quo- 
tations are more or less nominal and perfunctory. This conclusion, 
moreover, was confirmed by admissions of membei-s of the Mobile 
Cotton Exchange. 

Natchez, Miss. — ^The rules of the Natchez Cotton and Merchants' 
Exchange provide for a committee on classification and quotations, 
but such committee rarely ever meets; in fact, it was stated by the 
secretary of the exchange that it had not met more than once in 
twelve months. There are no quotations for the different grades of 
cotton, and no standard of types has ever been established. Trans- 
actions are based nominally on New Orleans standards, and New 
Orleans quotations always control. 

VicKSBURG, Miss. — The by-laws of the Vicksburg Cotton Exchange 
provide for a committee on classification and ^quotations, and make 
it one of the duties of this committee to quote daily the prices of cot- 
ton sold on the market. The secretary and other members of •the 
exchange stated that a large proportion of the cotton sold in Vicks- 
burg is staple cotton, and that no prices are ever quoted, because no 
satisfactory method of arriving at quotations of staple cotton that 
would intelligently represent the market has ever been devised. 

Savannah, Ga. — The by-laws of the Savannah Cotton Exchange 
provide that the board of directors shall appoint a committee on quo- 
tations, whose duty shall be to furnish quotations for grades of cotton 
based on the standards of the Savannah market.** While there is no 
rule providing that this committee shall consist of both buyers and 
sellers, yet in practice the committee is usually thus composed. In* 
order to arrive at what the -quotations shall be a book is taken around 
each day about half an hour before the close, and each member of 
the committee writes in the book the quotation which he thinks 
should be established. The quotations are based on even-running 

®The Savannah Exchange has adopted the Liveri)ool classification, and In 
comiiaring Savannah quotations with quotations hi other southern markets this 
should be kept in mind. 
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grades, and a majority rules in determining what the quotations 
shall be. 

SellMa, Ala. — The Selma Cotton Exchange has no printed rules. 
Spot quotations are determined by a committee, who approach buyers 
from day to day and inquire what they are paying. 

Shreveport, La. — Article III of the by-laws of the Shreveport 
Board of Trade and Cotton Exchange provides that the committee 
on classification and quotations shall be composed of four membei"s — 
two sellers and two buyers — and it is made the duty of this committee 
to furnish daily quotations of the different grades of cotton, which 
'shall be posted prominently in the board of trade rooms at 12 o'clock 
noon and 3 p. m. each day. 

In practice this committee is called together about 2 o'clock each 
day, and its members then decide on the official quotations for the 
day. Meml)ei's of the committee are supposed to have before them 
figures at which cotton has changed hands during the day. These 
figures may not represent all sales, but as the committee is composed 
of factors and buyers actually in the market it is assumed that at 
least some of the cotton sold during the day has passed through their 
hands. The value of each grade is supposed to be determined by 
its actual worth on the day ; if no trade has been made in any par- 
ticular ^-ade, and the price asked by the factor and the price bid 
by the buyer are given, the committee use such bids and offers in 
determining the quotation. In case the committee can not agree, the 
secretary of the exchange has authority to call in some other member. 
In the appointment of this fifth member of the committee it is cus- 
tomary to alternate between buyers and factors from time to time. 

No standard of types has ever been provided for the Shreveport 
market. Quotations are supposed to be based on middling uplands. 
A considerable quantity of staple cotton is sold in the Shreveport 
market, and it changes hands at such varying prices for different 
lengths of staple that no attempt is made to establish quotations for it. 

The accuracy of quotations in some of these southern markets has 
frequently been challenged, and, as above stated, the work of quo- 
tation committees has at times been performed in a perfunctory 
manner.** 

Section 9. Special characteristics of basis contracts. 

Price of contracts ordinarily below price of spot middling. — 
Tlie privilege enjoyed by the seller of a basis future contract, as 
previously described, of tendering a variety of grades or any grade 
instead of a specific grade has a tendency to depress the price of basis 

«See page 322. 
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middling contracts as compared with the price of middling cotton in 
the spot market. This is due to the fact that mdst spinners require 
substantially " even-runninjg " cotton — ^that is, cotton of practically 
uniform quality — and can not use a wide assortment of grades. Mid- 
dling cotton in the spot market is such even-running cotton ; that is, 
it is cotton of that particular grade, or in any event cotton which 
ranges in quality only slightly from that gi-ade. It is, therefore, 
more desirable than a miscellaneous assortment including other 
grades, and this even though those other grades be paid tOr only at 
their proper values in relation to middling. For instance, a spinner 
desiring middling white cotton could not perhaps use stained cotton 
at any price. If such stained cotton is tendered him on contract, his 
only recourse is to resell or retender it; this involves both trouble 
and expense. Consequently, it is apparent that although he may be 
able to dispose of such cotton at the proper " difference " as compared 
with middling a buyer of a basis middling contract will ordinarily 
pay less than he would for middling cotton in the spot market. This 
means that ordinarily a basis contract maturing in a current or spot 
month will sell somewhat under the price of even-running middling 
in a spot market. 

This tendency of the price of a basis contract to run slightly below 
the current spot price of middling is, however, under normal con- 
ditions, and provided differences are in accord with the commercial 
differences existing in the spot market, obviously limited; This is 
due to the fact that any great discount in the contract price would 
enable the purchaser of a contract to obtain the undesired grades on 
a basis so low that he could resell them at a profit in the spot market, 
which profit would leave the net cost of the desired grades, on the 
other hand, lower than that at which they could be purchased in the 
spot market. The normal discount in the contract price as compared 
with the spot price of middling, arising from these considerations 
alone, is about 15 to 25 points. Thus, if in March the spot price of 
middling cotton is 12 cents, the price of March future contracts 
should ordinarily be about 11.75 to 11.85 cents. For reasons ex- 
plained in the following chapter, this normal discount is not always 
maintained. 

Surplus grades ordinarily those tendered on contract. — An- 
other important feature of basis future contracts, and one which also 
tends to depress their price relatively to the price of spot middling, 
is that ordinarily only the surplus or temporarily undesirable grades 
of cotton are tendered on them. This is due to the fact, just pointed 
out, that spinners will pay more for even-running grades than for a 
miscellaneous assortment of grades. Therefore, it is clearly to the 
interest of the seller to dispose of his cotton as far as possible directly 
to spinners in even-running lots. When, however, owing to an in- 
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crease in the supply or a falling oflF in the demand for certain grades 
the holder can not thus readily dispose of them in the trade, he ten- 
ders them on contract. In the same way he often utilizes the contract 
market to dispose of broken lots consisting of miscellaneous grades 
or, as they are termed in the trade, " overs." But it is clear that the 
seller of cotton will so far as practicable dispose of his stock in the 
market which offers the best price, and this, under ordinary condi- 
tions, is the spot market.** 

As just noted, this practice of delivering surplus grades has a 
tendency to depress* the price of future contracts relatively to the 
spot price of middling. If a spinner who desires a good grade of 
cotton like good middling receives a low grade like low middling — 
a surplus grade, say, for the time being — he must resell or retender 
it; either course involves some expense. .The probability, or for that 
matter the possibility, that he will thus receive surphis grades in- 
fluences the buyer of a future contract to reduce his bid for such con- 
tracts, as compared with the spot price of middling, in order to 
allow for this trouble and expense just as he would in the case of a 
mixed assortment of grades. 

That the buyer of a future contract must, under normal condi- 
tions, expect to receive the surplus grades of the crop if he actually 
demands delivery is a proposition accepted by practically all cotton 
interests. One of the leading members of the New York Cotton Ex- 
change said on this point: 

Contract cotton is cotton for which there is no other market at 
the moment ; that is practically universal. 

Seller's option as to date of delivery. — It will be seen by refer- 
ence to the contract forms on pages 60 to 62 that in all cases the 
seller has the privilege of selecting the date within the delivery month 
at which he will make physical delivery of the cotton. In the New 
York and New Orleans markets he may deliver on the first day of 
the month, on the last day of the month, or on any intermediate work- 
ing day, provided he gives the required notice, which is on.the New 
York Cotton Exchange three days and on the New Orleans Cotton 
Exchange five days. The buyer can not force him to deliver the cot- 
ton until the last day of the month. 

The latitude thus given the seller as to the exact date of delivery, 
while at times putting the receiver to inconvenience, is generally re- 
garded as necessary on account of various practical considerations. 

In the Liverpool market the practice is slightly different, contracts 
in that market, instead of specifying a single month for delivery, al- 

* The term " spot market " is here used in distinction from the contract mar- 
ket and includes the open market in actilal cotton regardless of the date of 
delivery. As already pointed out, cotton is sold In large quantities for^ future 
delivery by agreement outside any exchange. : • -'^"l;-* '/,:l 
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lowing the seller the privilege of delivering at any time during two 
adjacent months. Such contracts, in other words, instead of running 
for January, February, March, etc., run for January-February, Feb- 
ruary-March, March-April, etc. On the other hand, in the Liver- 
pool market the seller is obliged to give a rather longer notice of deliv- 
ery to the buyer, ten days, the buyer having the option of demanding 
the cotton at any time during the ten-day period. 

The methods of establishing differences for the various grades of 
cotton to apply on contract deliveries employed by the New" York 
and New Orleans cotton exchanges, as described in this chapter, have 
been the source of long-standing controversies in the cotton trade. 
Each system has been condemned by one market interest or another 
as unfair and impracticable, and discussion has frequently reached 
the stage of bitterness. Probably no other feature of the future 
system commands equal interest in the cotton trade at the present 
time. Inasmuch as this subject bears directly upon the character 
and integrity of the future contract, a careful study w^as made of the 
merits of the issues involved in these controversies. The results of 
this investigation are presented in subsequent chapters. 



CHAPTER III. 

EFFECT OF ERBOBS IN DIFFEBENCES ON FABITT BETWEEN SFOT 
AND CONTBACT PBICES. 

I. nCPOBTANCE OF MAINTAINING A NORMAL FABITT BETWEEN 

THE TWO FBICES. 

Section 1. Introductory. 

Since a future contract for cotton in theory represents a transaction 
in actual cotton, the movements of the price of a basis middling 
future contract should, under a proper working of the future system, 
reflect, or conform to, the movements of the price of middling cotton 
in the spot market. Unless there is ^such harmony in the movements 
of the two prices, it is clear that operations in future contracts will 
be of an extremely hazardous nature. The operator in futures is sup- 
IK)sed to base his transactions upon a study of conditions in the spot 
market. If he can not use these conditions in the spot market as a 
guide for his transactions in futures, he has no definite basis upon 
which to operate. 

It has already been shown that under normal conditions there 
should be a margin of 15 to 25 points between the price of spot mid- 
dling cotton and the price of future contracts for the current or spot 
month. It is of the utmost importance that this margin be main- 
tained at all times with the least possible measure of variation.** 
WTienever this margin is seriously disturbed, operations in the future 
market become correspondingly more dangerous. The maintenance 
of such a normal margin is necessary to the safe and intelligent use 
of the future market by all interests, unless an exception be made in 
the case of a few large speculators of unusual cleverness and resources 
who may be able to profit at the expense of others by creating ab- 
normal conditions or by taking advantage of existing abnormal con- 
ditions. It may be best appreciated, however, in the case of hedging 
transactions of cotton merchants who are conducting operations in 
spot cotton. Fpr this reason a brief statement of the close relation- 
ship between the hedging function and the maintenance of a normal 
. « 

"For an argument that such parity is not essential, see page 13M. 
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parity between the price of spot cotton and the price of future con- 
tracts for the spot month is essential. 

Section 2. Particular importance of maintaining a normal parity be- 
tween the spot and contract prices in the case of hedging operations. 

The principle of hedging, it will be recalled, rests on the assumjv 
tion that prices of spot middling cotton and of basis middling con- 
tracts for the spot month will move in substantial unison. Thus, a 
cotton merchant who, at a time when he has no cotton on hand, agrees 
to deliver cotton to a spinner at some future date and at a fixed price 
takes the risk that^he may be compelled to pay more than that price 
when he attempts to buy his cotton in the open market. Such a 
merchant, however, ordinarily buys a future contract as a hedge, 
expecting that any loss which he may sustain in the purchase of his 
spot cotton will be offset by a corresponding advance in the price 
of the future contract thus purchased. 

In the same way a cotton merchant with cotton on hand for which 
he does not have a ready market sells a future contract as a hedge 
on the assumption that if he is forced to sell out his spot cotton at 
a loss he will make a corresponding profit on his future contract thus 
sold; that is, that the two movements will be substantially parallel 
and equal and the gain on one will oflFset the loss on the other. In 
other words, the theory of hedging is based on the assumption that 
the price of spot middling cotton and of future contracts for the cur- 
rent or spot month will maintain a fairly constant parity. Anything 
that tends to disturb this normal parity interferes with the stability 
of the hedge. 

It must be recognized at the start that it is impossible to secure 
so perfect an adjustment between the two prices that the merchant 
will find his hedge an absolute protection. While, however, this 
complete protection can not be hoped for, it is extremely desirable 
that there be no unnecessary disturbance of the parity between the 
two prices. 

Buying hedges. — The importance of maintaining a normal parity 
between the contract price and the price of spot middling in the case 
of cotton merchants who buy future contracts as a hedge against com- 
mitments with spinners may best be illustrated by a brief description 
of a representative transaction of this character. Let it be assumed 
that a merchant, in August, when he has no cotton on hand, has an 
inquiry from a spinner for 100 bales of middling cotton to be deliv- 
ered in the following January. In calculating a price under these 
circumstances it is a common practice for merchants to use the price 
of future contracts as a basis. Suppose, for instance, that at the 
moment the merchant receives this inquiry January future contracts 
are selling on the exchange at 10 cents, and that there is a normal 
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relationship between the spot and the contract prices.* The merchant 
calculates that, say, 50 points over the contract price will cover his 
expenses and leave him a profit. He therefore agrees to deliver the 
spinner 100 bales of middling cotton in January at 50 points on the 
price of January futures. If his offer is accepted, the merchant im- 
mediately buys a January future contract on the exchange as a 
hedge.^ The price at which he obtains it establishes the basis. Or 
the merchant may name a flat price of 10.50 cents, relying on his 
ability to buy a contract at 10 cents. Practically, the future market 
may have fluctuated slightly during the brief interval that these 
negotiations have occupied. This, however, the merchant has allowed 
for in calculating his margin of 50 points, and in the long run such 
minor fluctuations are as likely to be in his favor as against him. 

This is a common procedure under the circumstances described; 
that is, if a merchant in the South is about to enter into a contract to 
deliver middling cotton to a spinner in New England he would use 
the future quotation for some future month (the month selected de- 
pending upon the date of the delivery of the cotton and the prices of 
various future deliveries) and then add to that quotation 40, 50, or 
more points, as he might deem necessary, to cover expenses and allow 
him a margin of profit. Thus, the price of actual cotton is based 
upon the price of futures. This does not conflict with the statement 
previously made that an operator in futures expects the contract price 
to conform to the price of spot middling cotton; on the contrary, it 
is because he expects such conformity that he can thus use the contract 
price as a basis in these transactions in actual cotton. 

In the case under discussion let it be assumed that before the mer- 
cliant buys cotton to fill his engagement with the spinner the price 
of middling cotton in the spot market has advanced 2 cents. The 
merchant must, of course, deliver the middling cotton at 10.50 cents. 
He must, however, pay for this cotton this advance of 2 cents. But 
when he thus agreed to deliver cotton to the spinner at 10.50 cents he 
bought as a hedge, on the exchange, a future contract at 10 cents. 
If, while middling cotton in the spot market advanced 2 centos, his 
basis middling contract advanced by like amount to 12 cents, it will 
be apparent that against his loss of 2 cents on the purchase of actual 
cotton at the advanced price he has made a profit of 2 cents on his 
basis middling contract, so that the net result of his calculation is 
not affected, and he still has a profit on the transaction.® If, how- 

« January futures, on account of carrying charges, might of course be selling 
above the August price of sjwt middling; or, on the other hand, because of 
expectations of a large crop or a poor demand, they might be selling at a lower 
price. 

^In some cases the spinner buys a contract in the name of the merchant. 

^ Of course, the price of spot cotton may decline h\}tore the merchant maites 
his purchases. In that case, however, his extra gain should be offset by a 
decline in the value of his future contract purchased as a hedge. This situa- 
tion has been fully covered in Chapter I, 
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ever, for any reason, the advance in the price of spot cotton has not 
been accompanied by a substantially corresponding advance in the 
price of his basis middling contract — for example, if while spot cotton 
advanced by 2 cents his future contract advanced only 1 cent — it will 
be apparent that the loss which the merchant has suffered by reason 
of being compelled to pay the advanced price of spot cotton is only 
in part offset, and consequently the' transaction as a whole will show 
a loss. 

In the case of sales of grades other than middling the problem is a 
somewhat different one, since in such transactions the merchant must 
make an additional allowance. For the grades above middling he 
must add an amount to cover the "difference" which he will have to 
pay for such grades over and above the price of middling.** Suppose, 
for instance, that the merchant in question, instead of undertaking to 
deliver the spinner middling cotton at 10.50 cents, at the same time 
and under the same conditions as those just assumed, agreed to deliver 
good middling cotton at 80 points on the quotation of January fu- 
tures, or at 10.80, the additional 30 points being intended to cover the 
difference for good middling above middling cotton — ^the contract 
basis — which the merchant expects he will be compelled to pay in 
the spot market. The merchant in this case, then, has agreed to de- 
liver the spinner good middling cotton at 10.80 cents in January, and 
has bought a January future contract at 10 cents. If, prior to the 
time that he secures this cotton in the spot market, the price of mid- 
dling cotton and the price of basis contracts advance, as before, by 
2 cents, but the price of good middling also advances by like amount, 
so that there has been no change in the relative value or difference 
between the two grades, the merchant will again be protected, because 
the advance in the price of good middling is offset by an advance in 
his basis middling contract. If, however, while spot middling cot- 
ton and basis middling contracts have advanced by 2 cents, the spot 
price of good middling cotton has advanced by 2^ cents, or 50 points 
(one-half cent) more than the advance in middling, the merchant 
in this case would suffer a loss, since he must of course purchase good 
middling to fill his contract with the spinner. 

The risk of fluctuation in grade differences is distinct from the risk 
of fluctuation in the price of middling cotton itself. This risk of 

'^ In the case of the grades below middling, he may agree to sell at a certain 
number of points " off " the future price. In that event, however, the number 
of points actually named will represent the difference between the number of 
points " on *' the contract price which he has allowed to cover his expenses and 
profit, and the number of iwints "off" the middling price which he Is able 
to deduct because of the lower grade of the cotton. 
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changes in differences is one that can not be avoided or shifted *" by 
the merchant under the basis contract now in use; instead, it is essen- 
tially a merchant's business to assume this risk of fluctuations in 
gi-ade differences, which may occur from any one of a great nutnber of 
causes. To accurately determine just how much allowance should be 
made to cover this element of risk is one of the greatest problems 
that confront the cotton merchant. In other words, the hedge is 
based on the entire crop rather than on any specific grade, the theory 
being that the value of cotton as measured by a basis contract will 
maintain a fairly constant parity with the spot price of middling. 
The risk of fluctuations in grade differences alone is a serious one, 
and if the merchant who uses the future market as a hedge is com- 
l)elled to bear, in addition to it, the risk that the price of his future 
contract will not maintain a substantially constant parity with the 
price of spot middling, then the future market, instead of being a 
protection, may become an absolute source of danger.^ 

Nature of f. o. b. transactions. — An immense volume of busi- 
ness in actual cotton is handled in substantially the manner just de- 
scribed; that is, on tlie basis of futures. Indeed, a vastly larger 
volume of business is to-day conducted in this manner than by spot 
sales over the tables of merchants. This is especially true of so- 
called f. o. b. transactions.*^ In these the merchant contracts to de- 
liver cotton " free on board " vessel, the price including all charges 
necessary to place the cotton at ship's side. In such sales the market 
for various grades is regularly quoted, not at a fixed price, but at a 
given number of points on the current quotation of futures. This 
is illustrated by the following reproduction of a table of f. o. b. 

« See page 270. 

* If the contract price were to advance relatively to the siwt price, a buyer of 
a hedge would not suflfer, but would profit. The opportunity for such advance, 
as shown later, is limited, while such advance would cause injury to other 
interests in the market. 

^Thls method of business as a rule avoids warehousing of cotton at the i)ort 
of shipment. F. o. b. cotton is often sold "on description; " that is, the seller 
guarantees that it will be of a certain siiecitic grado, sta|)le length, etc. Often 
such guaranty covers the cotton until it reaches final destination. F. o. b. cot- 
ton may be sold on sample, In which case samples for comparison with those 
originally submitted are drawn from the cotton when it reaches the port. In 
the case of sales of cotton by factors, on the other hand, the cotton is sent to 
warehouse and samples displayed In factors' warerooms to competitive bidders. 
Factors' cotton, in other words, is shlpi>ed on consigiiment, and the buyer pays 
local charges in the port. 
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quotations, as published in the official daily circular of the New 
Orleans Cotton Exchange: 

OFFICIAL NEW ORLEANS CLOSING PRICES OF FREE ON BOARD COTTON, NO- 
VEMBER 23, 1007. 

[Sold for New Orleans examination. Liverpool class. In accordance with the rules of 
the New Orleans Cotton Exchange. Points " on " and " off " month of JanuaryJ 



To-day. 



On. 



Low middllnff, fair color 

Fully low middling, fair color.. 

Middling _. 

Fully middling 

Good middling 

Fully good middling 

Middling, fair 



Nominal. 
»« 

40 
00 
70 
75 
100 



Off. 



Yesterday. 
On. Off. 



Nominal. 

40 
60 
70 
75 
100 



Sales, 400 bales. Tone of market quiet. 

A great number of such f. o. b. and other forward transactions are 
entered into long before the cotton crop is gathered ; that is, at a time 
when the merchant does not have on hand the cotton which he agrees 
to deliver to spinners. Such- merchants almost universally protect 
themselves against these forward sales by immediately purchasing 
future contracts on an exchange ; in fact, in many cases, the transac- 
tion does not become binding until a future contract is thus purchased, 
thereby definitely establishing the basis price. It is obviously of vital 
importance to such merchants that any influences which tend to ad- 
vance the price of middling cotton itself in the spot market shall 
exert the same influence upon the price of basis middling future con- 
tracts. Otherwise, the parity between the two prices will be dis- 
turbed, in which case the margin which the merchant has allowed for 
his expenses and profit may prove to be wholly inadequate. 

Spinner's call cx)ntracts. — In addition to transactions already 
described, a large and increasing business is now being done in what 
are known as " spinner's call " contracts. In such " call " contracts 
the cotton merchant allows the spinner to " call " for a specific grade 
of cotton at a stipulated number of points " on " the actual price of 
futures at any time which tlfe spinner may elect to name between 
the making and the maturity of the contract. For instance, a mer- 
chant would agree in October to deliver a spinner in January good 
middling cotton at, say, 50 points above the price at which January 
futures may be quoted at any time that the spinner may, within an 
agreed time limit, name.® The spinner hopes the price of January 
futures will decline after he makes the agreement. January futures 
may be selling at 10 cents when the contract is made, and may, prior 

«A common practice is to compel the spinner to call at least fifteen days be- 
fore the shipping mouth. 
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to the maturity of the contract, drop to 9 cents. The spinner then 
" calls " the contract; • that is, he demands that when delivery of his 
good middling is made it shall be at a price of 9 cents plus 50 points 
to cover the superiority in grade (and seller's expenses), as agreed 
upon. In these transactions, however, a future contract must be 
purchased at the price " called " by the spinner; that is, the spinner 
can not, because the market happens to touch 9 cents momentarily, 
demand his cotton at 9 cents plus 60 points, but he must give the 
merchant an opportunity to buy a contract in the future market. 
The price at which the merchant is able to buy such a contract is 
the " call " or basis price, to which would be added the number of 
points "on" originally stipulated by the merchant. Merchants in 
some cases simply leave this to the spinner, allowing the latter, in 
the name of the merchant, to buy a contract in the future market 
whenever he is satisfied with the price. This price and the agreed 
number of points on make up the total price. It should be noted that 
these transactions are not mere privileges, such as " puts " and "calls," 
since the spinner must call at some price. 

Although such contracts are highly speculative for the spinner, 
they should not be so for the cotton merchant, who expects to take only 
the risk as to changes in grade differences. The moment the "call " is 
made by the spinner the cotton merchant is supposed to be protected 
as to the basis price of the cotton he has agreed to deliver by a future 
contract purchased at the " call " price. If he has to pay more for 
the spot cotton when he makes his delivery, he will, if the normal 
parity of spot and contract prices is maintained, make up this loss, 
except as due to changes in differences, by a corresponding profit on 
his contract. His only risk, then, in that case would be as to whether 
he can deliver the particular grade specified at a profit within the 
agreed number of points over the basis contract. If, prior to the time 
he buys his cotton, differences " on " for high grades widen or differ- 
ences " off " for low grades narrow, his calculations will of course be 
affected, and instead of making a profit he may suffer a loss. This risk 
of fluctuations in grade differences, as already stated, the merchant 
properly assumes. The spinner, on the other hand, while rolio^'ed of 
all risk of fluctuation in the particular grade as conipared with basis 
contracts, is, under a "call " contract, taking the entire risk as to the 
basis price itself, since instead of going down during the interval 
between the making and the maturity of the contract the price of 
contracts may steadily advance. 

In speaking of these " call " contracts, a cotton merchant of New 
Orleans said : 

The only risk the seller takes is the question as to whether he 
can buy the specified grade that is sold by him at that [the 

"As a matter of fact, the contract may have been such that the cotton has 
already been delivered before the price is "called," 
33222- 
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agreed] diflference over contracts— over the contract that was to 
be called. But the spinner is making a straight out-and-out 
speculation. * * * The only thing that the spinner gains 
by the call system is this, that instead of buying futures when 
he thinks they are low he buys through a reliable firm, or what 
he thinks is a reliable firm, the ^ade that he wants and at a 
difference. The seller is speculatmg as to whether that differ- 
ence over futures is sufficient. The spinner's idea of those things 
is that sometimes there will be a big slump in the market and 
he can get it cheap. But I have not the least doubt in the world 
that there have been hundreds of thousands of bales of cotton 
that have been bought by these spinners on the call plan when 
the market was around 10 cents for the call month. But the 
spinner was not satisfied with getting his cotton at 10 cents; he 
tnought that there would be a slump and that the market would 
go down in the neighborhood of 9 cents, and he would then call 
the cotton. Now [June, 1907] he is compelled to pay 2 cents 
per pound more for the cotton than if he had just made his 
trades in what would be the old way. 

In such call transactions it is evident that, if the parity existing 
between the price of his basis future contract and the price of spot 
middling at the time the merchant buys his actual cotton for delivery 
is disturbed by artificial conditions, an additional element of risk 
is thrown upon him. In such sales, as in sales of f . o. b. cotton, and in 
all cases where a buying hedge is used, it is almost imperative, for the 
successful conduct of the merchant's business, that the price of the 
contract which he purchases as a hedge shall not be sent to an ab- 
normal discount as compared with the spot price of middling. 

Selling hedges. — The illustrations just given relate to the pur- 
chase of a contract as a hedge to protect the merchant while he is 
buying cotton in the spot market to fill forward engagements with 
spinners. The case of a selling hedge is different. Whereas the 
merchant who buys a hedge loses money if the discount in the con- 
tract price as compared with the spot price of middling increases, 
such an increase in the discount works to the advantage of the seller 
of a hedge. On the other hand, a narrowing of the discount — that is, 
a relative increase in the contract price as compared with the spot 
price, which would result if the contract price advanced more rapidly 
than the spot price — ^may cause loss on selling hedges. Take, for 
example, the case of a cotton merchant who in September has a large 
stock of cotton on hand which has cost him 10 cents and which he 
fears may decline in value before he can dispose of it. He sells 
January future contracts against this cotton at, say, 10.50 cents. If 
later the price of spot cotton advances 2 cents to 12 cents but the 
price of January future contracts advances 3 cents to 13.50 cents, 
it is clear that he will suffer a net loss if he sells his cotton in the 
spot market, because against his loss of 3 cents on the short sale of 
his contract he will make a profit of only 2 cents on his spot cotton. 
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Or, if the contract price were to fall from 10.50 cents to only 9.50 cents 
while the spot price fell from 10 cents to 8 cents, the seller of a hedge 
would also suffer a net loss if he disposed of his cotton in the spot 
market. But the seller has the alternative of delivering his cotton 
in fulfillment of his contract. If he has middling cotton on hand, 
he will, of course, receive the contract price as originally fixed, and 
may thus avoid loss. If he delivers other grades, he may not be 
able to completely avoid loss, since, as explained more fully in the 
next section, the contract differences may be so changed that he will 
receive less for these grades than he had expected when he sold the 
contract. Nevertheless, the ability of the seller of a hedge to deliver 
any tenderable grade of cotton which he may choose in settlement of 
his contracts would still make his position safer than that of the 
buyer of a hedge, who can not select the grades which he will receive, 
and who consequently is not likely to get the grades he needs to fill 
his commitments to spinners.** 

As just stated, the seller of a future contract as a hedge will not 
be injured, but, on the contrary, will profit, in case the price of 
future contracts should fall more rapidly than the price of spot mid- 
dling cotton ; that is, if the discount in the contract price should in- 
crease If the probability of a narrowing of the discount were, in 
fact, as great as the probability of an unforseen increase in that dis- 
count, sellers of hedges would be more anxious than they are that 
there should be no disturbance of the normal parity between the spot 
and the contract price. As a matter of fact, as shown hereafter, an 
unexpected increase in the discount of the contract price is, in a mar- 
ket which, like New York, employs the periodic-difference system, 
more liable to occur than an unexpected reduction in it, so that 
sellers of hedges more often profit than lose by disturbances in the 
parity. This characteristic of a selling hedge, as explained else- 
where, has a very important bearing upon the issues discussed in 
this report. It should be emphasized, however, that the opportunity 
that the seller, imder these circumstances, has of reaping an extra 
profit means that merchants using the futui'e market for buying 
hedges may suffer a loss. The injustice to the buyer, under such cir- 
cumstances, is obviously in no way counterbalanced by the fact that 
a seller reaps, in addition to a proper protection, such an unwar- 
ranted profit. On the contrary, the possibility of reaping such an 
undue profit is an additional evil. 

Section 3. Importance of maintaining a normal parity from the stand- 
point of the speculator. 

The maintenance of a normal parity between the price of spot mid- 
dling cotton and the price of future contracts for the spot month, 

«See pages 114 and 270. 
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which is thus of 'vital importance to merchants using the market for 
hedging purposes, especially to buyers of hedges, is also imperative 
for the proper conduct of speculative operations. As previously 
stated, operations of speculators of intelligence, as distinct from those 
who act on "sure tips" or who operate recklessly, and as distinct 
from those who intentionally manipulate the market, are based upon 
a study of crop and other conditions in the spot-cotton market. The 
justification of speculative operations lies in the fact that under 
proper regulation they tend, by the collection of information, to dis- 
count future conditions of supply and demand and to bring about 
a readjustment of prices thereto, and thus to prevent extreme and 
sudden price fluctuations. It is, however, obviously improper to in- 
ject into such calculations, through improper rules, arbitrary and 
artificial considerations which render an interpretation of natural 
conditions more difficult. In forecasting future conditions the specu- 
lator naturally considers spot-cotton prices first. Moreover, he nat- 
urally considers chiefly the price of middling, the basis grade. The 
speculator Avho buys a future contract usually acts on the assump- 
tion that the price of spot middling cotton will advance, and be ac- 
companied by an advance in the price of his contract thus purchased. 
He, of course, takes the risk that he may be mistaken in his judgment, 
and that the price of spot cotton, and consequently of his contract, 
may decline ; but if he can not assume that conditions which will pro- 
duce an advance in the price of spot middling cotton will bring a 
substantially corresponding advance in the price of future contracts, 
or if in the face of an advance in spot middling cotton the price of 
future contracts is liable to decline, it is clear that the element o.f 
chance in such speculative operations is vastly increased, whereas the 
result of a proper system of conducting future operations should be 
to reduce this element of risk to the narrowest possible proportions. 
Anything which tends to increase instead of reduce such risks merely 
gives dealings in futures more of a gambling character. ^Vhile such 
increase in the risk might work to the advantage of a few powerful 
speculators who are able to manipulate markets extensively and who 
have superior sources of information, in the long run it clearly is to 
the disadvantage of the speculative class as a whole. 

The importance of maintaining a parity between the spot and the 
contract price, fi'om a speculative standpoint, can be appreciated only 
by bearing in mind that, regardless of the fact that a vast number of 
speculative purchases or sales of future contracts are closed by coun- 
ter sales or purchases of other contracts, yet, in general, an operator 
in future contracts for speculative purposes is influenced by e??actly 
the same considerations as though he were dealing directly in cotton. 
If he buys a future contract for cotton, in general he is operating in 
the belief that when the contract matures he can, if he desires, take 
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up that cotton and resell it at a profit in the spot market. Or, if he 
sells a future contract, it is on the theory that prior to maturity he 
can buy actual cotton at a lower price to tender upon the contract. 
The fact that instead of thus dealing in cotton he completes his trans- 
action by the sale or purchase of other contracts does not alter the 
principle of the transaction, but is merely a matter of convenience. 

n. EFFECT OF EBBOBS IN DIFFERENCES ON HOLDEBS OF CON- 
TBACTS AND ON PABITY BETWEEN SPOT AND CONTBACT 
PBICES. 

Section 4. Beadjiutment of oontract price to offset effect of such errors. 

It is clear, therefore, that any influence which tends to disturb 
the normal parity between the price of spot middling cotton and of 
basis middling contracts for the spot month is certain to disorganize 
the future market and to inflict injury either upon those who have 
bought future contracts or upon those who have sold them. Errors 
in fixing grade differences tend to produce exactly such disturbances. 
In fact, there is perhaps no other single cause equally potent in thus 
disturbing the parity of the two prices. If the grade differences are 
at all times kept at exactly the commercial differences prevailing in 
spot markets, the price of basis contracts for the current or spot 
month should rule very close to the spot price of middling cotton, 
since if the receiver of cotton is tendered grades other than middling 
on his contract his position is not seriously different, from a financial 
standpoint, than it would be if the tender had l>een composed wholly 
of middling cotton. His only loss by the receipt of undesired grades 
as against the receipt of middling cotton alone should be measured by 
the cost and inconvenience of sorting out and disposing of such 
grades in the open market.** This expense, as previously shown, is 
more or less constant, and may be regarded as about 15 to 25 points. 
This may be considered the normal discount in the contract price rela- 
tive to the spot middling price. 

This normal discount may easily be disturbed in case grade differ- 
ences are not established in strict accordance with the commercial dif- 
ferences prevailing in the spot market. For instance, taking the case 
of a single grade only, let it be assumed that an operator proposes to 
buy a basis future contract, on which he foresees that he will prob- 
ably receive good ordinary cotton, and that at the time of purchase 
the fixed difference applying on the contract delivery and the com- 
mercial difference in the spot market for good ordinary cotton are 
both 1 cent off middling. Assume that he will be willing to pay, say, 

«Of course, the receipt of a mixed aftsortnient of grades may entail serious 
inconyenience upon a receiver, osiKvially if his business is not large enough to 
enable him to dlsiwse of the undesired grades to advautnge. This consideration 
is especially im|x>rtaut in the ease of spinners. 
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10 cents for his basis contract. So long as the fixed and the com- 
mercial differences are identical, the buyer would not be subject to 
loss in being compelled to take good ordinary cotton instead of 
middling, because he could dispose of that grade at the same differ- 
ence off middling at which he was compelled to receive it on contract. 
Suppose, however, that at the time the contract is made the fixed 
difference is 1 cent off for good ordinary, but that the commercial 
difference for that grade is 2 cents. It is clear that the buyer would 
now be compelled to take good ordinary cotton at 1 cent above its 
value relative to middling in the spot market. In other words, he 
would be compelled to take this good ordinary cotton at 1 cent off 
the basis price — that is, 1 cent less than the price at which middling 
would be deliverable — but if he attempted to sell it in the spot market 
he would have to dispose of it at 2 cents off the value of middling;* 
consequently, the prospective buyer of the contract under such cir- 
cumstances seeks to protect himself by reducing his bid for basis 
contracts sufficiently to correct or to offset the effect of this error in 
the grade differences. Thus, in the case just assumed, instead of 
bidding 10 cents for his contract, which would make the net price of 
good ordinary 9 cents, he would bid only 9 cents for his contract, so 
that, with the fixed difference of 1 cent deducted, the good ordinary 
would cost him only 8 cents and the effect of the error in the fixed 
difference would be offset. 

In other words, supposing for the sake of simplicity that there 
were no other factors in the situation, the error in the contract differ- 
ence would depress the contract price by the full amount of the 
error. 

Defenders of the periodic-difference system often contend that this 
very increase in the discount of the contract price " corrects " the 
error in the fixed differences and prevents such errors from causing 
injury. It has been shown, however, that the irregularity in the re- 
lation of the contract price to the spot price which results from such 
" correction " of errors is a serious evil. Moreover, any such " cor- 
rection " of the error means direct loss to those who had purchased 
contracts before the error occurred. While the prospective buyer may 
be able to protect himself against the error by varying the price which 
he offers to pay for the contract, it will at once be seen that the situa- 
tion is quite different if a disparity occurs between the fixed and the 
commercial difference after actual purchase of a future contract. 
Assume, for example, that a merchant has purchased a basis contract 
at, say, 10 cents, when the commercial difference and the fixed dif- 
ference of the exchange for good ordinary cotton again w^ere both 1 
cent off, but that before his contract matures the commercial differ- 

*» See footnote h, page IIS. 



EFFECT OP EBROBS IN DIFFERENCES ON CONTRACT PRICE. 113. 

ence widens to 2 cents off while the fixed difference remains at only 
1 cent off.** It is too late for the merchant to offset this disparity in 
differences by an adjustment of the contract price, since this price was 
fixed when the contract was entered into and can not be changed. 
The merchant, therefore, must take the good ordinary cotton at 1 
cent off middling, although when he attempts to resell it in the spot 
market he will be forced to let it go at 2 cents off middling, or, in 
other words, at a relative loss of 1 cent.^ Instead of thus taking up 
cotton at this loss, such a merchant ordinarily sells out his future 
contract. The new buyer, however, being aware of the error in grade 
differences, will, as just explained, allow for this error, and offer a 
reduced price ; in other words, the seller of the contract will have to 
close it out at a sacrifice. It is apparent, therefore, that while the 
adjustment of the contract price to errors in grade differences may 
protect certain individual operators it necessarily inflicts loss upon 
others. 

The situation is simply this : The prices of the different grades of 
cotton as compared with middling are not constant. Consequently, 
if while the contract differences remain fixed the commercial differ- 
ences for low grades widen, the prospective buyer of a contract, being 
unable to change the differences which will apply on the contract 
delivery, and being obliged to accept thereon any of the various grades 
tenderable, is simply forced to change the price which he will pay for 
his future. Otherwise he will be obliged to receive low grades at 
above a proper value. It is, of course, to the interest of the seller to 
deliver to him such low grades. This means that a previous holder 
trying to sell out a contract must accept a lower price, if there has 
been meantime such increase in the commercial differences for 
lower grades. If, on the other hand, the differences whith apply on 
contract deliveries are always 'identical with the commercial differ- 
ences prevailing in the market at the time of delivery, there is no 
occasion for thus varying the price of basis middling contracts, since 
if the buyer obtains grades of cotton for which he has no immediate 
orders from customers, he can digpose of them at the same relative 
differences, compared with middling, at which he received them. 

The loss thus thrown upon holders of future contracts, as a result 
of unfavorable changes in commercial differences while differences 

«The same situation would result if a disparity were to occur because of a 
change in the " fixed " differences without a change in the commercial 
difference. 

* Owing to the fact that the market price of cotton at the time the contract 
matures may be much higher than the price at the time the contract was en- 
tered into, the buyer might get his cotton on contract at a figure so low that 
he could resell it in the spot market at a profit. This, however, does not change 
the fact that he has suffered an unjust loss, and in no way alters the force of 
the argument 
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applicable on contract settlements remain fixed, is to some extent 
reduced in certain cases by reason of a tendency to increase the dis- 
count in the contract price in the first instance for the purpose of 
guarding against just such risk of changes. That is to say, even 
though, at the time when the holder bought his contract, the differ- 
ences applicable on contract deliveries may have been in exact accord 
with the commercial differences in the spot market, yet the possi- 
bility that, prior to the actual maturity of the contract, the commer- 
cial differences might change unfavorably may have led him to offer 
less for the contract than he would have done under a- system where 
the differences applicable on his contract would change in harmony 
with commercial differences. In other words, under the fixed- 
difference system there is usually a tendency to offer less for con- 
tracts, as compared with spot cotton, than under the commercial- 
difference system, in order to insure somewhat against the risk of 
unfavorable changes in differences. Such an allowance for risk, 
however, is obviously by no means a full protection against loss. If 
the commercial differences change more, as compared with the fixed 
differences, than the original buyer of the contract had any reason to 
anticipate — ^and this often happens — the discount which he has al- 
lowed in the contract price becomes insuflicient to protect him. 
Moreover, any such allowance is not constant, but varies under dif- 
ferent conditions. 

Section 6. Effect of errors in differences nsnally to send the contract 
price to a disconnt. i 

If errors in differences were of such a nature as to result in under- 
valuing all grades of cotton delivered on contract relatively to mid- 
dling cotton, they would, of course, have the opposite tendency from 
that resulting under the conditions of the above illustration ; that is, 
they would reduce the normal discount in the contract price, or even 
send that price to a premium as compared with spot middling, thus 
benefiting the holders of contracts. As a matter of fact, however, 
by reason of the option of the seller of a contract to deliver any one 
of a large number of grades, the effect of errors in grade differences 
upon the contract price is almost invariably to send that price to an 
abnormal discount as compared with the price of spot middling. 
Assume, for instance, that differences are made too narrow on all 
grades. In this case the low grades will be overvalued and the high 
grades will be undervalued. It might seem that the buyer, under 
these circumstances, could afford to keep up his bid for contracts, on 
the ground that the error in differences for high grades would 
counterbalance the error on low grades. But the seller, since he has 
the option of selecting what tenderable grades he will deliver, will, 
of course, deliver the overvalued grades — that is, the low grades — 
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and withhold the high grades. If all diflFerenees are made too nar- 
row, therefore, the natural result is to send the contract price to a 
discount. 

If, on the other hand, all the contract differences are too wide, the 
disposition of the seller will be to tender high grades, since in this 
case these would be overvalued while low grades would be under- 
valued. An excessive difference on low grades would, in itself alone, 
tend to bring about an advance in the contract price to offset the 
effect of the excess in differences for such grades; but if differences 
on for high grades are also excessive, the buyer, fearing delivery of 
high grades, would not advance his bid, but on the contrary would 
reduce it. At such a time, the low grades rather than the high grades 
would be withheld from contract delivery. If differences are too 
narrow on low grades and too wide on the high grades, thus overvalu- 
ing both, there would, of course, be a double cause for increasing the 
discount in the contract price. 

Assume, again, that the contract differences for low grades are 
correct, but that the differences for high grades are too narrow, thus 
undervaluing these. It might seem that in this case the buyer could 
afford to bid up the contract price, on the ground that if he receives 
the high grades he will, by reason of the narrow differences, be get- 
ting them at less than their true value. In such case, however, he 
would not receive high grades, but would receive either middling 
cotton or low grades. Consequently, if he bid up the price of con- 
tracts, he would have to take middling or low grades at an overvalua- 
tion. 

It might seem that errors in differences could result in maintaining 
the contract price at a premium over the price of spot middling, but 
this is altogether unlikely. In order that this should happen it would 
be necessary that the differences off for low grades be made too wide 
and the differences on for high grades too narrow, thus undervaluing 
both. This is an exceptional condition. Consequently, errors in 
differences have a preponderating tendency to depress the price of 
the contract as compared with the price of spot middling.** 

The underlying reason for this is the fact that the choice of grades 
to be delivered lies with the seller, who is thus enabled to take advan- 
tage of any errors in differences, either in the grades above or the 
grades below middling. Furthermore, the contract price for the spot 
month can not, from the very nature of things, under normal condi- 
tions, run much above the price of spot middling, for the reason that 
middling can always be tendered on contract at exactly the contract 
price. Within the narrow limits covered by the expense of making 
the delivery, or in the absence of such abnormal conditions as a 

*For a discussion of other causes which may send the contract price to an 
abnormal discount, see pages 137 and 309. 
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" corner*" or " squeeze," it would be impossible to have the contract 
price for the spot month much above the spot price of middling with- 
out virtually having two prices for middling cotton in the same 
market at the same time, which, under ordinary conditions, is an 
absurdity .« It is true that this condition has occurred for brief peri- 
ods, but usually as a result of a manipulated market, resulting in a 
corner or squeeze of some considerable importance. 

Of course, the contract price for a distant month may properly 
range considerably over the current spot price on account of the at- 
tendant expenses of storage, insurance, and other carrying charges, 
which are taken into consideration in determining such distant future 
prices. 

III. EFFECT OF NEW YOBK REVISION OF NOVEMBEB, 1906, ON 

CONTRACT PRICE. 

Section 6. Failure of revision committee to recognize commercial con- 
ditions. 

Increase in commerciai^ differences prior to the revision. — A 
striking illustration of the disturbance in the normal parity between 
the spot and the contract price which may result from the use of fixed 
differences and of the injurious effects of such disturbance was fur- 
nished in the New York cotton market in the fall of 1906. Early in 
September of that year the prospect was promising for a liberal crop 
of cotton of good if not of high quality. The revision committee of 
the Xew York Cotton Fixchange at its meeting on September 12 made 
no change in the differences between grades. On September 28 there 
came a terrific (xulf storm of two days' duration, which swept over a 
great part of the cotton belt, causing immense damage to property of 
all kinds. The injury to the quality of the cotton crop was almost 
incredible. The oj)en bolls were stained, filled with sand and dirt, 
and otherwise damaged. A period of bad weather following this 
vstorm aggravated the injury already caused, until the crop, instead 
of turning out one of high or even good grade, was transformed into 
one of the lowest grade crops known in the history of the cotton trade. 

At the time that this damage to the crop occurred there was a gen- 
eral demand for high grades of white cotton goods, largely due to the 
great prosperity of general business; as a result, the cotton mills of 
the world required chiefly high-grade cotton. During the previous 
summer, cotton merchants throughout the South had entered into 
extensive agreements or " commitments " to supply these high grades 
to spinners at about the usual differences " on " the prices of basis 
futures. It is estimated that such connnitments in the aggregate 

Owing to some expense in mnkinj? deliveries or to other causes, there might 
be. and in fact (K'casionally has i)€>en, a small premium for some little time. 
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amounted to several million bales. The severe shortage in the supply 
of these high grades which resulted from the abnormal weather con- 
ditions just mentioned produced keen competition for such grades, 
and this in turn carried the prices of these grades to unusual pre- 
miums over middling cotton. At the same time the market became 
glutted with an unusual surplus of low grades, and the prices of 
these in the leading spot markets dropped further from the price of 
middling; that is, the actual market difference between these grades 
and middling widened. During the interval between the date of the 
September storm and November 21, when the next meeting of the 
revision committee at New York was held, the differences between 
middling and other grades increased materially. This is shown in 
the following table, which gives the changes in differences for three 
typical grades — good middling, low middling, and good ordinary 
cotton — in several southern spot markets from September 1 to De- 
cember 31, 190C; also the net change from September 28 to Novem- 
l)er 21, or from just prior to the great storm to the date of the revision 
committee meeting: 

Table 1.— CHANGES IN COMMERCIAL DIFFERENCES FOR GOOD MIDDLING, LOW 
MIDDLING, AND GOOD ORDINARY COTTON IN SOCTIIERN MARKETS, SEP- 
TEMBER 1 TO DECEMBER 31, 1006. 

[Blank npacea indicate that there were no changes. ] 
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•The differences In force Septembor 1, 1906, had been in force as follows: At New' 
Orleans, since Aafi^ust 30, 1006; at Memphis, since June 27, 1906; at Houston, since 
August 7, 1906 : at Mobile, since April 20, 1905. 

* Differences and changes at Galveston were almost identical with those at Houston, 
except that in a few instances changes were made a few days earlier in (ialveston. 

' It will be understood that the differences given for September 1 (or the tirst business 
day of the month) do not necessarily mean that a change occurred on that date. In all 
other cases the figures Indicate changes. 

* Price nominal after November 25. 
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Table 1.— CHANGES IN COMMERCIAL DIFFERENCES FOR GOOD MIDDLING. LOW 
MIDDLING, AND (lOOI) ORDINARY COTTON IN SOUTIIEUN MARKETS. SEP- 
TEMBER 1 TO DECEMBER 31, 1006- -ContlnuiHl. 
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day of the month) do not necessarily mean that a change occurred on that date. In all 
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Differences fixed by the (X)mmittee. — Owing to the fact that or- 
dinarily it is the surphis grades which are tendered on contract in 
New York, interest in the cotton trade centered largely on the prob- 
able action of the revision committee of the New York Cotton Ex- 
change at its meeting in November upon the differences for low-grade 
cotton. It was confidently expected that the committee would recog- 
nize the widening in commercial differences which, as just shown, 
had taken place, and which was still in progress in southern spot mar- 
kets at the time the conunittee met. The belief was general that the 
committee would widen the differences for the lower grades materi- 
ally, as well as for the higher grades. This belief, which was based 
on the general reasonableness of the situation, was further strength- 
ened by the fact that various members of the New York Cotton Ex- 
change had visited the South in the autumn of 1906 and had there 
openly predicted that the committee would widen the differences to 
correspond more nearly with those prevailing in southern spot 
markets. As an illustration of this expectation on the part of south- 
ern merchants that the differences for the low grades would be 
widened by the revision committee, the following statement, in sub- 
j-tance. of a leading cotton merchant in the South, which is repre- 
sentative of many others obtained, may be cited : 

It was the expectation of well-informed cotton men that the 
New York revision committee would materially widen the differ- 
ences between middling cotton and the lo\Ver grades, and this 
expectation was based upon the fact that there was an abnormal 
proportion of low-grade cotton, the effect of which was reflected 
in the spot markets of the country. 

Instead of materially widening the differences off for low grades 
to correspond with these commercial differences in leading spot mar- 
kets, the revision committee of the New York Cotton Exchange, at' 
its meeting on November 21, 1906, made only a very slight increase in 
the differences for the low graders. This is shown by the following 
table comparing the differences for the various grades before and 
after the revision, and the extent of change. In order to emphasize 
the failure to increase differences on the low grades in proportion to 
the increases in differences for the higher grades, the per cent of 
change for each grade is also shown, and, for purposes of comparison, 
the commercial differences prevailing in the New Orleans market on 
November 21, the day when the New York committee met, are also 
given for those grades for which comparison is possible. Full grades 
are given in heavy type. 
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Tablb 2.— changes in CONTRACT DIFFERENCES MADE BY REVISION COM- 
MITTEE OF NEW YORK COTTON EXCHANGE, NOVEMBER 21, 1906. 



Grade. 



Fair 

Strict middling fair 

Middling fair 

Barely middling fair 

Strict good middling 

Fully good middling 

tiood mlddUag 

Barely good middling 

Strict middling 

MiddUag 

Strict low middling 

Fully low middling 

LowmlddllBg 

Barely low middling 

Strict good ordinary 

Fully good ordinary 

Vood ordlaarj 

Strict good middling tinged. 

flood alddllBg tlaged 

Strict middling tinged 

Middling tiBgfd 

Strict low middling tinged. . 

Low mlddllag tinged 

Strict good ordinary tinged . 

Fully middling stained 

Middling ntalned 

Barely middling stained 

Strict low middling stained. 
Fully low middling stained. 
Low Middling ttalnod 



Differences 

prior to 

Nov. 21, 

1906. 



CenU. 
1.80 on 
1. 13 on 
.96 on 
.79 on 
. 62 on 
.53 on 
.44 on 
.33 on 
.22 on 



.14 off 
.26 off 
.38 off 
.65 off 
.72 off 
.86 off 
1.00 off 
.soon 

(«) 

.06 off 

.12 off 

.34 off 

.50 off 

.84 off 

.42 off 

.50 off 

.78 off 

1.06 off 

1.28 off 

1.50 off 




« Value of middling. 

Taking for the moment only the grade of low middling, it will l)e 
seen that the committee increased the difference '' off " for this grade 
only from 0.38 cent to 0.50 cent. At the same time the difference l>e- 
tween this grade and middling in the New Orleans spot market was 
1.13 cents and this had lx*en the difference for a week. The average 
difference (the use of which as shown later is open to some objection) 
between middling and low middling cotton in twenty-one soutliem 
markets reported to the committee was 0.88 cent.* In the case of good 
ordinary the committee increased the difference only from 1 cent to 
1.25 cents off middling, although the commercial difference for this 
grade in the New Orleans market at that time was 1.94 cents, and the 
average difference for this grade in eighteen markets was 1.56 cents. 



« See page 214. 
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The differences " on " middling established by the committee for 
the higher grades showed much greater increases. Thus, the differ- 
ence for fair cotton, the highest grade recognized, was increased from 
1.30 cents " on " to 2 cents, that for middling fair from 0.96 cent 
to 1.50 cents, and that for good middling from 0.44 cent to 0.76 cent. 
The much more radical revision on the high grades is clearly indicated 
in the colunm of percentages in the table. This, however, was a mat- 
ter of less interest to the trade, since it was at once appreciated, in 
view of the tremendous shortage of these high grades in the 1906-7 
crop, that practically none of these would be delivered on contract. 
Consequently it was certain that it would be the low grades rather 
than the. high grades which would control the discount in the con- 
tract price relative to the price of spot middling. It was with the 
revision of differences on the low grades, 'therefore, that the cotton 
trade was principally concerned. It is worth noting, however, that 
the differences established by the committee for high grades were gen- 
erally in excess of the actual differences in the New Orleans market. 
This only emphasizes the more forcibly the failure of the committee to 
widen materially the differences for low grades. 

Section 7. Heavy discount in the contract price after the revision. 

The failure of the revision committee of the New York Cotton Ex- 
change to adjust the differences on the lower grades more nearly in 
line with the commercial differences prevailing in the spot markets of 
the South w^as promptly reflected in the price of contracts. The 
reason for this has already been explained, namely, that holdei-s of 
contracts and prospective buyers knew that at maturity they w^ould 
get these undesirable low grades, which constituted the surplus of the 
crop, and, w^hat is far more important, that they would be obliged to 
take these grades at the arbitrarily narrow differences thus established 
by the committee; in other words, they would he compelled to take 
these grades at prices above their real value as compared with spot 
middling. Consequently, prospective buyers almost immediately re- 
duced the prices which they would pay for contracts as compared with 
the spot middling price. On November 22, 1906, the date on which 
the revision was effective (the revision committee having met after 
the close of business on November 21), the price of futures for the 
several delivery months dropped 27 to 32 points. This is shown by 
the following table giving the closing bid price on November 21, 1906, 
and the closing bid price on November 22, together w^ith the differ- 
ence between these two prices, which may be regarded as the net 
change for the day.« 

«Net changes for the day are ordinarily figured on the last actual trans- 
actions of the day, but as some future deliveries in this case were not traded in 
in the later hours of the day this is not as satisfactory a basis as the closing bid 
price. * 
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Table 3.— COMPARISON OF FINAL BID QUOTATIONS FOR FUTURE CONTRACTS 
FOR EACH MONTH, NEW YORK COTTON EXCHANGE, NOVEMBER 21 AND 22, 
1906. 



Future month. 



November 
December. 
January... 
February . 
March 



Nov. 21. 


Nov. 22. 


Netde-J 
cline. 


CenU. 


(^mU. 


Ctni. 


lO.fiO 


10. IH 


0.32 : 


10.85 


10.0:) 


.32, 


10.42 


10.13 


.29 


10.60 


10.21 


.29 


10.69 


10.31 


.28 



Future month. 



April 
May. 
June. 
July . 



Nov. 21. 


Nov. 22. 


. Onus. 


CenU. 


10.64 


10.86 


10.69 


10.42 


10.73 


10.46 


10.77 


10.60 



Net de- 
cline. 

Cent. 

0.28 

.27 

.27 

.27 



In view of the fact that the revision committee, while failing to 
make a sufficient increase in differences on low grades, nevertheless 
did increase the differences for these grades somewhat, it might seem 
that the margin between the contract price and the spot price should 
have narrowed instead of widened. That this did not happen was, 
of course, due to the fact that a much more drastic revision had been 
confidently expected. It is the natural tendency of all future markets 
to anticipate and discount the effect of market influences. The natu- 
ral effect of the moderate revision actually made was, therefore, far 
outweighed by the necessity of a much more sweeping one. 

A much more important fact than the actual decline in futures 
above shown is that the price of future contracts dropped relatively 
to the price of spot middling. This is shown by the following table: 

Table 4.— COMPARISON OF SPOT PRICK OF MIDDLING COTTON WITH FINAL 
BID QUOTATIONS OF FI'TURK CONTRACTS FOR KACll MONTH, NEW YORK 
COTTON EXCHANGE. NOVEMBER 21 AND 22, 1906. 



November 21. 



November 22. 



Future month. 



Closing I Spot- 
future jmiadlingj Margin, 
price. I price. 



I CcnU. 

November 10. 50 

December 10. 35 

January [ 10. 42 

February 10. 50 

March I 10.59 

April 10.64 

May ; 10.69 

June 1 10. 73 

July ! 10.77 



CenU. 
11.10 



largin. 


Cloning 
future 
price. 


Spot- 
middling 
priw. 


Margin. 


f.VTlf. 


CenU. 


cms. 


Oent. 


o.eo 


10.18 


10.90 


0.72 


.75 


10.03 




.87 


.6H 


10.13 




.77 


.60 


10.21 




.69 


.51 


10.31 




.59 


.46 


10.86 




.51 


.41 


10.42 




.48 


.37 


10.46 




.44 


.83 


10.60 

• 




.40 



It will be seen that against the decline of from 27 to 32 points 
in prices of future contracts there was a decline of only 20 points 
in spot middling. The margin between .the two prices was there- 
fore increased by from 7 to 12 points. 

This table, however, fails to show adequately the real change in 
the discount in the contract price, since the decline of 20 points on 
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November 22 in the spot middling price itself — which, of course, had 
the effect of offsetting to that extent the decline in futures, as far 
as the margin between the two prices is concerned — was itself un- 
doubtedly due to the decline in the prices of contracts. It is a very 
conmion occurrence for the future market thus temporarily to affect 
the spot market. Merchants in the spot market endeavor to keep 
constantly informed as to the trend of the prices of futures, and a 
sharp advance or decline in futures frequently influences the bids 
or offers of buyers or sellers in the spot market. 

Certainly the decline in the spot price at New York on November 
22 was not in accord with the general course of spot middling prices 
in other markets. On the contrary, the price of middling had been for 
some time advancing in the large southern markets. This is shown 
by the following table, giving the prices of middling cotton on No- 
vember 22 in various southern markets, and for some time before and 
after November 22 (prices being stated in decimals for convenience 
in comparing) : 



Tabus 5.- 



-8POT PRICES OP MIDDLING COTTON IN SOUTH KUN MARKETS ON 
STATED DATES, SEPTEMBER 4 TO NOVEMBER 30, 1906. 



Date. 


New 
Orleans. 


Mem- 
phis. 


Hous- 
ton. 




OntU. 


Cents. 


CenU. 


Sept. 4.. 


9.19 


9.63 


9.19 


Sept. 11. 


9.25 


9.60 


9.81 


Sept. 18. 


9.81 


9.63 


9.88 


Sept. 25. 


9.19 


9.50 


9.38 


Oct,2... 


10.26 


10.63 


10.25 


Oct 9... 


10.56 


10.88 


10.56 


Oct. 16.. 


11.88 


11.50 


11.31 


Oct. 2a.. 


10.94 


11.38 


11.00 


Oct. 30.. 


10.88 


11.00 


10.25 


Noy.7.. 


9.88 


10.25 


9.75 


Nov. 13. 


9.75 


10.00 


9.81 


Nov. 14 . 


10.00 


10.25 


10.00 


Nov. 15. 


10.19 


10.38 


10.19 



Mobile. 

(knU. 
8.88 
9.00 
9.13 
9.13 
a 10. 00 
10.38 
11.00 
10.81 
10.00 
9.50 
9.63 
9.69 
9.88 



Galves- 
ton. 



Cents. 
9.25 
9.31 
9.44 
9.50 
10.25 
10.63 
11.25 
11.00 
10.38 
9.94 
9.88 
10.00 
10.25 



Date. 


New 

Orleans. 


Mem- 
phis. 


Hous- 
ton. 




Genu, 


CenU. 


Cents. 


Nov. 16 . 


10.44 


10.50 


10.44 


Nov. 17 . 


10.44 


10.50 


10.44 


Nov. 19. 


10.56 


10.63 


10.60 


Nov. 20. 


10.56 


10.63 


10.50 


Nov. 21 . 


10.68 


10.75 


10.69 


Nov. 22 . 


10.63 


10.63 


10.56 


Nov. 23 . 


10.81 


10.75 


10.69 


Nov. 24 . 


10.94 


10.75 


10.81 


Nov. 26 . 


11.19 


10.94 


11.06 


Nov. 27 . 


11. 19 


10.94 


11.06 


Nov. 28 . 


11.19 


10.94 


11.19 


Nov. 30 . 


11.38 


10.94 


11.25 



Mobile. 


Galves- 
ton. 


Cents. 


CenU. 


10.00 


10.50 


10.18 


10.60 


10.25 


10.66 


10.19 


10.56 


10.38 


10.75 


10.25 


10.63 


10.38 


10.75 


10.38 


10.88 


10.63 


11.13 


10.69 


11.13 


10.69 


11.19 


10. 75 


11.38 



a Price for October 3. Businera Nuspended October 2. 1906. 

While moderate declines were shown in several southern markets 
on November 22, 1906, these were almost certainly due to the decline 
in the spot and future prices at New York. This is the testimony of 
dealers in cotton, and such testimony is substantially confirmed by the 
fact that the price of middling in those markets almost immediately 
resumed an upward tendency. Furthermore, on November 23, the 
spot price of middling at New York itself advanced 20 points (or 
exactly the amount by w^hich it declined on the previous day) to 11.10 
cents, while on November 24 it rose further to 11.20 cents, and on No- 
vember 26 to 11.40 cents. To be sure, November futures rose even 
33222—08 10 
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more sharply. The closing bid on November 23 was 10.37 cents, 
whereas on November 27 it was 11.25 cents. At this time, however, 
(see p. 228) , there was a moderate squeeze in the November delivery in 
the New York market. Thus, while November futures, as just shown, 
advanced by 88 points, December futures, which closed at 10.13 cents 
bid on November 23, were only 10.25 cents bid on November 27, or 
an advance of but 12 points. It is also true that after this squeeze was 
over the price of middling cotton at New York, and in southern mar- 
kets for the time being, fell back rather sharply. Nevertheless, it is 
reasonably clear that the decline in the price of spot middling cotton in 
New York and other markets on November 22 was primarily due to the 
sharp decline in the New York contract price which occurred on that 
day rather than to conditions existing in the spot-cotton markets of 
the country. The decline in the contract price was, in turn, directly 
attributable to the failure to revise differences properly. 

The effect of this revision on the margin between the spot and 
the contract prices is best seen, however, by comparing the course of 
the two over a longer period. This is done in the accompanying table. 
In preparing this table the price of spot middling has been compared 
with the price of basis contracts for the spot month. In other words, 
the spot quotation of middling cotton on each Friday has been com- 
pared with the closing price of futures for the current month on that 
day; that is, the price of November futures in November, the price 
of December futures in December, etc. In a few instances where 
there was no future quotation on Friday the closing bid for Thursday 
(or Wednesday) was used. The table follows:" 

"The prices are exjiressed in decimals for convenience In comparing, and for 
purposes of future reference the table has been extended beyond the period 
covere<\ by this discussion. The crop year in* the cotton trade begins on Sei>- 
tember 1. Consequently, in this and similar tables in this report this division 
of the year has been recognized. 
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Table 6. — COMPARISON OP SPOT PRICE OF MIDDLING COTTON WITH CLOSING 
BID PRICE OF FUTURE CONTRACTS FOR THE SPOT MONTH, NEW YORK COT- 
TON EXCHANGE, FRIDAYS, SEPTEMBER, 1905, TO APRIL, 1908. 



Date. 



Closing Closing 
spot future > Margin, 
price. I bid. I 



1906-^. 



CnU». I 
10.95 ' 



Cents. 



I 



September 1. 

September 8 

September 15. 
September 22. 

September 27 a 

October 6 .... 
October 13.... 
October 20 .... 

October 27 

Novembers... 
November 10. . 
November 17.. 
November 24. . 
December 1 . . . 
Decembers... 
December 15.. 
December 22 . . 
December 28 b. 

January 5 

January 12 — 

January 19 

January 26 — 

February 2 

February 9 

February 16... 
February 23... 

March 2 

March 9 

Maichl6 

March 23 

March 296.... 

April 6 

AprI112b 

April 20 

April 27 

May4 

Mayll 

May 18 

May25 

Junel' 

Junes 

June 15 

June 22 

June 286 

July 6 

July 13 

July 20 

July 27 

Augusts 

August 10 

• Wednesday's quotations. 

*Tbur8day*s quotations. 



10.90 
10.75 
10.95 
10.90 
10.20 
10.10 
10.40 
10.65 
11.15 
11.65 
11.15 
11.75 
11.65 
12.60 
12.20 
12.10 
11.90 
11.85 
•11.80 
12.25 
11.70 
11.45 
11.25 
11.25 
10.80 
11.10 
11.25 
11.15 
11.65 
11.70 
11.60 
11.80 
11.75 
11.75 
11.80 
11.95 
12.00 
11.90 
11.25 
1L20 
11.20 
10.90 
10.80 
10.80 
10.90 
11.00 
10.90 
10.90 ' 
10.60 I 



10.52 
10.41 
10.23 
10.67 
10.88 
9.68 
9.50 
9.97 
10.30 
10.72 
10.93 
10.54 
11.02 
11.08 
11.65 
11.58 
11.53 
11.42 
11.35 
11.23 
11.56 
11.10 
10.80 
10.62 
10.67 
10.31 

10. 44 
10.50 
10.35 
10.86 
10.97 
10.94 
11.18 
11.11 
11.08 
11.22 
11.40 
11.49 
11.35 

10. 45 
10.55 
10.65 
10.33 
10.14 
10.23 
10.22 
10. OS 

9.S5 
9. 75 
9.34 




CenU, 



0.48 
.49 
.52 
.38 
.52 
.57 



August 17 

August 24 

August 306 

1906-7. 

Beptember7 

September 14... 
September 21... 
September 28... 

October 5 

October 12 

October 19 

October 26 

November 2 

November 9 

November 16... 
November 28. . . 
November 23 a . 

December 7 

December 14 . . . 
December 21... 
December 28 . . . 

January 4 

January 11 

January 18...'.. 

January 25 

February 1 

February 8 

. 75 1 February 15 

80 :; February 21 6 .. 

March 1 

March 8 

March 15 

March 22 

March 27a 

Aprils 

April 12 

Aprill9 

April 26 

Mays 

May 10 

May 17 

May 24 

May 29a 

June 7 

June 14 

June 21 

June 27 b 

July 5 

July 12 

July 19 

No closing future price quoted for Friday 
No closing future price quoted for Friday. 



.43 

.35 

.43 

.72 ' 

.61 

.78 

.57, 

.62 I, 
.57 ;, 
.48 \ 
.60 
.57 
.69 
.60 I 
.65 ; 
.63 ' 
.58 , 

.49 : 

.66 i 



'1 
.80 

.73 

.66 

.62 

.64 

.67 

.58 

.55 

.51 

.65 

.80 

.65 

.55 

.57 

.66' 

.57', 

.68 i 

.92 I 

i.a') 'I 

1.15 ! 
1.26 , 



I 



9.80 

9.80 

9.75 

9.70 
11.10 
11.20 
11.00 
10.65 
10.40 
10.10 
11.00 
11.10 
11.40 
10.95 
10.45 
10.55 
10.65 
10.75 
10.80 
10.80 
11.00 
11.00 
11.10 
11.00 
11.00 
11.25 
11.45 
11.25 
11.10 
10.96 ' 
11.00 

11.00 ; 
11.20 ; 

11.30 I 
11. .55 I 
11.90 ! 
12. 15 ^ 
12.35 ' 
12.50 
13. 25 
13.15 
12.85 
13.00 ■ 
13. m 
13.05 I 
12.95 I 



8.60 

8.80 

8.79 

9.00 
10.92 
10.87 
10.78 
10. 15 

9.90 

9.54 
10.45 
10.37 
11.00 

9.93 

9.19 

9.17 

9.30 

9.48 

9.60 

9.26 

9.32 

9.04 

9.44 

9.18 

9.18 

9.62 

9.85 

9.56 

9.45 

9.30 

9.38 

9.44 

9.75 

9.83 
10. 12 
10.6(5 
11.03 
10.97 
11.15 
11.86 
11.82 
11.54 
11.72 
12.33 I 
11.70 I 
11.82 . 
or Thursday 



1.20 

1.00 

.96 

.70 

.18 

.83 

.22 

.50 

.50 

.56 

.55 

.73 

.40 

L02 

1.26 

1.88 

1.35 

1.27 

1.20 

1.54 

1.68 

1.96 

1.66 

1.82 

1.82 

1.63 

1.60 

1.69 

1.65 

1.65 

1.67 

1.56 

1.45 

1.47 

1.43 

1.24 

1.12 

1.38 

1.35 

1.40 

1.33 

1.31 

1.28 

1.17 

1.35 

1.13 
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Table 6.— COMPARISON OP SPOT PRICE OF MIDDLING COTTON WITH CLOSING 
BID PRICE OF FUTURE CONTRACTS FOR THE SPOT MONTH, NEW YORK COT- 
TON EXCHANGE. FRIDAYS, SEPTEMBER, 1905, TO APRIL. 1008— Continued. 



Date. 



1906-7— Con. 

July 26 

August 2 

AU(ni8t9 

August 16 

August 23 

August 29a 

1907-4J. 
September 6... 
September 13.. 
September 20.. 
September 27.. 

October4 

Octoberll 

October 18 

October 25 

November 1... 
November 8. . . 
November 15.. 
November 22.. 
November 27 fr. 
December 6 . . . 



Closing 
spot 
price. 



OcnU. 
13.00 
13.25 
13.40 
13.25 
13.35 
18.55 

13.50 
12.80 
12.25 
11.75 
11.65 
U.76 
n.75 
10.95 
10.90 
10.80 
10.70 
11.20 
11.45 
12.05 




Closing 

future 

bid. 



CerUs. 
11.95 
U.56 
n.68 
n.20 
1L25 
11.62 

11.74 
11.62 
11.09 
10.72 
10.71 
10.76 
11.02 
10.23 
10.85 
10.12 
10.20 
10.56 
10.90 
11.71 



CenU. 
L05 
1.69 
1.77 
2.05 
2.10 
1.93 

1.76 

1.18 

1.16 

LOS 

.94 

.99 

.78 

.72 

.55 

.68 

.60 

.65 

.55 

.34 



1907-*-O)n. 
December 13 . . . 
December 20 . . . 
December 27 . . . 

Januarys 

January 10 

January 17 

January 24 

January 30a 

February 7 

February 14 

February 21 

February 27 «» . . 

March 6 

March 13 

March 20 

March 27 

April3 

April 10 , 

April 16« 

April 24 , 



12.10 
11.80 
U.80 
n.40 
11.45 
12.25 
1L75 
1L75 
n.70 
n.35 
11.60 
1L45 
1L45 
U.20 
10.65 
10.40 
10.60 
10.25 
9.90 

10. io 







CenU. 


Omit. 


1L53 


0.57 


1L16 


.65 


ILll 


.69 


10.42 


.98 


10.63 


'.82 


n.47 


.78 


1L02 


.78 


1L06 


.70 


10.89 


.81 


10.49 


.86 


10.56 


.94 


10.85 


LIO 


10.60 


.95 


10.25 


.95 


9.67 


.98 


9.40 


LOO 


9.56 


.94 


9.26 


.99 


8.76 


L14 


8.30 


L80 



o Thursday's quotations. No closing future price quoted for Friday. 

b Wednesday's quotations. No closing future price quoted for Friday or Thursday. . 

It will be seen that the discount in the contract price for the spot 
month as compared with the spot price of middling had, for some 
time prior to November 21, 1906, been about 30 to 50 points. The 
margin at this period, however, had been narrowed as a result of the 
squeeze in November futures just referred to, the effect of this squeeze, 
as just shown, having been to advance the future price more rapidly 
than the spot price. In August and September, 1906, the discount 
had been very much wider, at times exceeding 100 points. This, how- 
ever, was an unusually wide margin, and for the greater part of the 
season of 1905-6 the margin was less than 70 point.s. 

After November 21, 1906, the margin between the spot and the con- 
tract price widened very rapidly, reaching 102 points on December 7. 
It continued to widen until on February 1, 1907, it amounted to no 
less than 196 points. This rapid increase in the discount of the con- 
tract price is shown graphically in chart 1, opposite this page. 

Section 8. Abnormal discount in contract price chiefly due to improper 
revision. 

Opposite page 128 are given charts 2 and 8, comparing differences 
for good middling, low middling, and good ordinary cotton in the 
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New York market in the crop years 1905-6 and 1906-7 with the com- 
mercial differences existing in the New Orleans, Memphis, and Hous- 
ton markets, respectively.. These charts show all changes in differ- 
ences, for the three grades named, in the various markets. The New 
York differences, which are indicated by a continuous black line, since 
they are fixed only twice a year, show, of course, only few changes, 
whereas in the case of the commercial differences for the southern 
markets changes are frequent. It will be seen that disparities between 
the New York differences and the commercial differences of the south- 
ern markets were more pronounced in the case of low middling and 
good ordinary cotton, which may be considered as representative of 
the low grades in the crop, than in the case of good middling, which is 
more or less typical of the high grades. Furthermore, this disparity 
in low middling and good ordinary increased sharply in November, 
1906, before the meeting of the revision committee of the New York 
Cotton Exchange was held on November 21, although it became still 
more pronounced later in the season. While this later widening of 
differences in southern markets was in progress the differences at New 
York, of course, remained unchanged after November 21, 1906, until 
September, 1907. Below the main charts are given subcharts showing 
the widening of the margin between the contract price and the spot 
price of middling cotton in New York for this period, this curve 
corresponding to that appearing on chart 1, (See Table 6.) 

From these charts it will be seen that the increase in the margin 
between tlie spot and the contract price at New York in the crop year 
1906-7 corresponds fairly closely with the increase in the disparity 
between the differences at New York and those in the southern 
markets for low middling and good ordinary cotton. These grades 
are the ones properly to be used in such comparison for the reason, 
already explained, that practically no high-grade cotton was tendered 
on contract in the crop year 1906-7. Thus, the margin between the 
spot and the contract price widened sharply in the week ended 
November 23, 1906, the increase being from 55 points on November 16 
to 73 points on November 23. About this time the differences for 
low middling and good ordinary spot cotton widened sharply in 
several southern markets. The actual course of differences in these 
markets at this period can be traced from Table 1, page 118. 

Whereas the fixed difference of the New York Cotton Exchange 
for low middling cotton was made 0.50 cent off on November 21, it 
will be seen that the commercial difference in the New Orleans mar- 
ket, which is fairly representative of southern markets generally, was 
1.13 (1^) cents during the latter part of Noveml)er and the greater 
part of December. The difference for good ordinary cotton at New 
York was 1.25 cents off, while at New Orleans it ranged from 1.81 
(lii) cents off to 1.94 (113) cents off, in the closing weeks of the year. 
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At times the difference for good ordinary at New York was leJ5s than 
the commercial differences for low middling in southern markets. 
Here, then, was a disparity between the differences for these low 
grades of, roughly, five-eighths of a cent. The only way to overcome 
this disparity was through the adjustment of the contract price at 
New York.** 

The difference for good middling spot cotton in the South also in- 
creased at this time. This, however, is a matter of less importance, 
for reasons already explained. The continued increase in differences 
for low grades in the South after November 21 is also graphically 
shown. That the widening of the disparity between the New York 
and the southern differences was not always accompanied by a corre- 
spondingly great increase in the margin between the spot and the con- 
tract price at New York is due to countercurrents of speculation 
which also influenced that margin.* 

It may be noted that there are some rather marked disparities 
among the southern markets themselves in the differences for low 
middling and good ordinary cotton, although these were much less 
important than the disparities between these differences and those at 
New York. This disparity among the southern differences themselves 
is partly explained by local conditions. Thus, at Memphis, where the 
differences for both low middling and good ordinary cotton were ab- 
normally large in 1906-7, there w^as a glut of low-grade cotton, which 
forced down prices, thus resulting in very unusual differences for 
these low grades. Allowing for any special instances of this sort, 
however, it is apparent that the revision committee of the New York 
Cotton Exchange failed by far to recognize the commercial differences 
prevailing on low grades in southern markets in the crop year 1906-7. 

The differences of the New York Cotton Exchange, particularly 
for low grades, in the crop year 1906-7 were, therefore, absolutely 
at variance with the commercial differences established by the laws 
of supply and demand in leading southern spot markets. 

It is worth noting that throughout the crop year 1905-6, also, the 
difference for low middling cotton at New York was considerably 
out of line with differences for this grade in the southern markets 
named, while in the case of good ordinary cotton there was a very 
pronounced disparity. In fact, the New York difference for good 
ordinary cotton bore, on the whole, no relation to the commercial 
differences for this grade in southern markets. 

Some members of the New York Cotton Exchange, in their efforts 
to defend the differences established bv the revision committee at 



« Another factor in the situation was an alleptHi overclassification of cotton at 
New Yorlv, making the Now York differences all the more erroneous. This will 
be (liKcuHKeil in another part. 

^ Thus, the squtHize In November contracts reduced the margin sharply. 
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New York in November, 1906, asserted that the wide differences for 
low grades reported by southern markets at that time were not accu- 
rate, but that there had been a more or less general lowering of 
the standard types of cotton in those niarkets, or of ideas of classi- 
fication, and that as a result the quoted differences were exaggerated. 
This charge, which is not well sustained, is discussed in detail else- 
where.<» It appears that there had been some disposition to lower 
the basis of classification for low grades in some southern markets as 
a result "of the abnormally low grade character of the lOOG-^T crop. 
Investigation of specific transactions in cotton at this time, however, 
showed clearly that, in the New Orleans market at least, the quoted 
differences for low grades were not excessive. Moreover, as will be 
shown in a subsequent part, the basis of classification in the New 
Orleans market is unquestionably, more rigid than that at New York. 

It will be noticed that charts 2 and 3 show at times very abrupt 
changes in the grade differences in southern markets, and also that 
these changes were sometimes in effect for only brief periods. Such 
sudden changes have been sharply condemned as indicating that dif- 
ferences were not properly quoted. This matter is fully covered in 
Chapter VIII and need not be discussed here. Regardless of excep- 
tionally sudden or pronounced changes in differences in particular 
southern markets, the charts show clearly that there was a general 
and marked increase in the differences off for low grades in the crop 
year 190^-7. 

Comparison of margins between spot and contract prices in 
THE New York and New Orleans markets in 190G-7. — There can 
be no doubt that the abnormal discount in the contract price at New 
York in the crop year 1906-7 was largely, and in fact chiefly, due to 
the fact that the fixed differences established by the revision com- 
mittee of the New York Cotton Excliange for low-grade cotton were 
le&s than those prevailing in the spot market. Conclusive evidence of 
this fact is f urpished by the course of the margin l)etween the spot and 
contract prices at New York under the fixed or periodic-difference 
system with that at New Orleans where differences applicable on 
contract deliveries are adjusted from day to day in accordance with 
the commercial differences. Thus, whereas the margin between the 
spot and ,the contract price in New York widened out very rapidly 
after the revision of November 21, 1906, on the other hand in the 
New Orleans market, where the commercial differences, which are 
used as a basis for settling contract deliveries, were increased* from 
time to time, the contract price went only slightly below the noimal 
discount from the price of spot middling cotton. Against an ex- 
treme discount in the New York contract price of more than. 135 
points in the month of December, 1906, the extreme discount in the 

« See page 219. 
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New Orleans market in that month seldom exceeded 30 points.® The 
course of the spot and contract prices in the New Orleans market in 
the crop years 1905-6 and 1906-7 is indicated by the following table, 
and for part of this period by chart 4, opposite page 132. The data 
for this table and chart were compiled on the same basis as the corre- 
sponding figures for the New York market; that is, the spot price 
used is the final price on Friday of each week, and the future price 
the closing future bid on each Friday (or in a few cases on Thurs- 
day and Wednesday). The table and chart have been extended 
beyond the period immediately under discussion for purposes of 
future reference. 

Table 7.— COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH CIX)SING 
BID PRK^E OF FITTITRE CONTRACTS FOR THE SPOT MONTH, NEW ORLEANS 
COTTON EXCIIANUE, FRIDAYS, SEI>TEMBER, 1005, TO APRIL, 1908. 

[Minus marglnfl Indicate that contract price was at a premium over the spot middling 

prlcp. 1 



Date. 



1905-6. 

September 1 

September 8 

September 15 . . . 
September 22 ... 
September 28 e . . 

Octobers 

October 18 

October 20 

October 27 

Novembers 

November 10 

November 17 

November 24 

December 1 

December 8 

December 15 — 

December 22 

December 28 c .. 

January 6 

January 12 

January 19 

January 26 

February 2 

Februar>' 9 

February 16 

February 23 

March 2 



Closing 
iipot 
price. 


Closing 

future 

bid. 


Ocnte. 


Genu. 


10.38 


10.44 


10.25 


blO.36 


10.06 


MO. 10 


10.88 


blO.54 


10.44 


610.44 


9.88 


9.75 


9.88 


9.66 


10. 13' 


10.12 


10.69 


10.55 


10.94 


10.80 



11.50 
11.19 
11.56 
11.38 
12.06 
11.88 
12.00 
11.75 
11.69 
11.56 
11.75 
11.88 
10.88 
10.69 
10. 69 
10.56 
10.63 



11.18 
bl0.80 
«> 11.25 
11.21 
11.85 
11.82 
11. M 
11.76 
11.62 
11.37 
11.66 
''ll.H 
10.89 
10.60 
10.66 
10. 45 
10.62 



Margin. 

Cent. 
-0.06 

- .11 

- .04 

- .16 
.00 
.13 
.23 
.01 
.14 
.14 
.32 
.39 
.31 
.17 
.21 
.06 
.06 

- .01 
* .07 

.19 
.09 
.24 

- .01 
.09 
.03 
.11 
.01 



Date. 



1906-6— Con. 

March 9 

March 16 

March 23 

March 29 ^^ 

AprilO 

April 12 e 

April 20 

April 27 

May4 

May 11 

May 18 

May 25 

June 1 

June9<' 

June 15 

June 22 

June 27 < 

July6 

July 13 

July 20... >..... 

July 27 

August 3 

August 10 

August 17 

August 24 

Augu.<tt29' 



Closing 
■pot 
price. 

<knts. 
10.81 
10.66 
11.06 
11.25 
11.19 
n.38 
11.31 
11.31 
11.25 
11.44 
11.44 
11.31 
11.00 
11.00 
11.13 
10.94 
11.00 
11.18 
11.00 
10.94 
10.69 
10.50 
10.31 
9.94 
9.44 
9.31 



Closing 

future 

bid. 



Genu. 
10.66 
10.51 
11.01 
10.97 
11.06 
11.29 
11.12 
11.00 
11.14 
11.32 
U.31 
1L30 
10.69 
10.80 
11.00 
frlO.78 
MO. 70 
11.12 
11.05 
11.03 
^10.61 
* 10. 17 
9.90 
9.50 
9.34 
9.20 



Margin. 

Cent. 
0.16 
.06 
.06 
.2S 
.IS 
.09 
.19 
.31 
.11 
.12 
.IS 
.01 
.31 
.20 
.18 
.16 
.30 
.01 

- .06 

- .09 
.18 
.38 
.41 
.44 
.10 
.11 



" Those discounts aro based on closing bid prices of futures and on the official prices of 
spot cotton daily. 

* Nominal. 

'Thursday's qqotatlons. No closing future price for Friday. 
^ Saturday's quotations. No closing future price for Friday. 

• Wednesday's quotations. No closing future price for Friday or Thursday. 
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Tablh 7.— COMPARISON OF SPOT PRICK OP MIDDLING COTTON WITH CIX)8ING 
BID PRICE OF FITTURE CONTRACTS FOR THE SPOT MONTH, NEW ORLEANS 
COTTON EXCHANGE. FRIDAYS, SEPTEMBER. 1005, TO APRIL, 1908— Continued. 



Date. 


Glodng 
pnce. 


Closinflr 

future 

bid. 


Margin. 


1906-7. 


OmU, 


OsnU. 


Onto. 


September7 


9.13 


9.06 


0.07 


September 14 


9. SI 


9.20 


.11 


September 21 ...... 


9.31 


9.30 


.01 


September 27 a.... 


9.25 


9.40 


- .16 


October 5 


10.75 
11.00 
11.13 
10.69 
10.13 


10.89 
11.00 
10.86 
10.42 
9.90 


- .14 


October 12 


.00 


October 19 


.27 


October26 


.27 


November 2 


.28 


November 9 


9.75 


9.46 


.29 


November 16 


10.44 


10.37 


.07 


November 28 


10.81 


10.68 


.18 


November 28 6 


11,19 


10.96 


.26 




10.75 


10.49 


.26 


December 14 


10.13 


9.87 


.26 


December 21 


ia25 


10.06 


.22 


December 27a 


10.13 


9.81 


.82 


January 4 


10.81 


10.20 


.11 


January 11 


10.63 


10.45 


.18 


January 18 


10.88 


10.15 


.23 


January 25 


10.44 


10.18 


.26 


February 1 


10.50 


9.95 


.56 


Februarys.: 


10.56 


10.30 


.26 


February 15 


10.44 


10.06 


.38 


February 21a 


10.44 


c-lO-OO 


.44 


Marehl 


10.68 
U.06 
10. M 


10.«7 
10.47 
10.41 


.26 


MarchS 


.69 


March 15 


.63 


M^mti n 


10.81 
10.69 
10.56 


10.19 
10.15 
10.23 


.62 


March 276 


.54 


Aprils 


.38 


April 12 


10.63 


10.40 


.23 


April 19 


10.94 


10.60 


34 


April 26 


11.18 


10.77 


.36 


Hays 


11.50 


11.12 


.38 


Hay 10 


11.69 


11.31 


88 


May 17 


11.81 


11.56 


.26 


May 24 


12.18 


.12.05 


.08 


May 30a 


12.60 


12.46 


05 


June7 


12.88 
12.94 
12.75 
12.88 
18.13 


12,75 
12.70 
12.35 
12.64 
18.40 


.13 


June 14 


.24 


June 21 


.40 


June 27a 


.24 


July5 


— .27 







Date. 

1906-7— Con. 

July 12 

July 19 

July 26 

AugU8t2 

Augnst9 

August 16 

August 23 

August 29 a 

1907-8. 

September 6 

September 13 

September 20.... 
September 28(1.. 

October 4 

October 11 

October 18 

October 26d 

November 2^ 

Novembers 

November 15 

November 22 

November 27*... 

December 6 

December 13 

December 20 

December 27 

January 8 

January 10 

January 17 

January 24 

January 296 

February 7 

February 13 a . . . 



February 28. 

March 6 

March 13 

March 20 

March 27.... 

Aprils 

April 10 

April 16a.... 
April 24 



Closing 
pnce. 


Closing 

future 

bid. 

Onto. 


CenU. 


12.88 


12.84 


12.81 


12.86 


12.75 


12. C7 


12.75 


12.65 


18.13 


18.00 


18.13 


12.56 


18.26 


12.74 


18.56 


13.10 


13.66 


18.11 


18.00 


12.20 


11.88 


11.42 


11.50 


«11.80 


11.50 


11.00 


n.88 


11.07 


n.38 


n.i4 


10.69 


10.80 


10.68 


10.37 


10.75 


10.28 


10.75 


10.80 


10.88 


10.57 


11.18 


010.97 


n.81 


11.62 


11.88 


11.09 


11.88 


11.05 


11.13 


10.90 


n.88 


10.98 


11.56 


11.15 


12.00 


11.73 


12.13 


11.88 


12.00 


11.86 


11.75 


«-11.40 


11.76 


n.i2 


11.56 


'10.99 


11.38 


tlO.69 


11.25 


10.63 


11.13 


10.55 


10.75 


10.13 


10.50 


10.00 


10.50 


10.05 


10.25 


09.73 


10.19 


<'».45 


10.06 


c-8.98 



Margin. 

OentM. 
0.04 
- .04 
.08 
.10 
.18 
.58 
.51 
.46 

.45 
.80 
.46 
.20 
.60 
.81 
.24 
.89 
.26 
.47 
.45 
.81 
.16 
.29 
.29 
.33 
.28 
.40 
.41 
.27 
.26 
.15 
.35 
.63 
.67 
.79 
.62 
.68 
.62 
.50 
.45 
.62 
.74 
1.06 



•Thursday's quotations. No closing future price for Friday. 

* Wednesday's quotationN. No closing future price for Friday or Thursday. 
« Nominal. 

* Saturday's quotations. No closing future bid quoted for Friday. 
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It will be seen that the widest discount, based on these weekly fig- 
ures, of the contract price from the spot price at New Orleans in 
November and December, 1906, and January, 1907, was 32 points, 
whereas the corresponding discount at New York ranged in Novem- 
ber from 60 to 73 points, and in December and January from 102 lo 
168 points. In February the margin at New Orleans increased to 55 
points. This increase, however, was only temporary and was very 
moderate as compared with the margin at New York, which, in Feb- 
ruary, was at one time no less than 196 points. 

At several later dates (in March and August, 1907, and again in 
February and March, 1908), it is true that the contract price in 
New Orleans went for some little time to a discount of more than 
a half cent as compared with the spot price of middling in that 
market. These instances are discussed elsewhere,** together with some 
other cases where unusual discounts in the contract price have 
occurred in the New Orleans market, and need not be further referred 
to here. 

There can therefore be no reasonable doubt that the great widening 
of the margin between the contract price and the spot middling price 
in the New York market was primarily due to the disparity between 
the differences fixed by the revision committee of the New York Cot- 
ton Exchange and the commercial differences in southern spot mar- 
kets. This is not only the almost universal opinion of the cotton 
trade of the South, but it is further practically admitted by several 
of the strongest advocates of the New York difference system. Thus, 
A. R. Marsh, a member of the New York Cotton Exchange, in a com- 
munication to the Atlanta Constitution, said : 

Now, when the revision committee of the New York Cotton 
Exchange had its meeting on the 21st of November last, and with 
the best information accessible to it fixed the difference between 
the grades which should prevail in the New York Cotton Ex- 
change for the next ten months, it certainly and obviously to 
some extent miscalculated the amount of extremely low grade 
cotton which this crop would contain. As time has gone on the 
real extent of this low-grade cotton offered for sale at steadily 
increasing concessions of price has become apparent, and it has 
been clear to any purchaser of a New York contract, who looks 
at the matter as a merchant should, that he mnnt put the price he 
is willing to pay for a New York contract upon which these low- 
grade cottons may he delivered low enovgh as compared with 
actual " 7niddling " cotton to take care of the unexpectedly loir 
prices pi^evailing in the South for the lower grades. It is this 
calculation hy merchants of the woi'ld who are using the New 
York contract as a hedge that has led to the difference between 
the pince of the contract for future delirery her6 and the price 
of actual " middling " cotton on the spot.^ 

«8ee pages 'Mr2-'AV2, * ItaUos by Bureau. 
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Seotion 9. Other attempted explanations of abnormal discount in contract 
price. 

Certain members of the New York Cotton Exchange, it is true, dis- 
puted the statement that this abnormal discount in the contract price 
in the New York market was mainly due to the failure to establish 
wider differences for low grades. It was argued by some that this 
discount was largely the result of sentiment, due to general clamor, 
and that buyers of New York contracts were unduly fearful that the 
market would become glutted with low-grade cotton, and consequently 
reduced their bids to meet this anticipated situation. 

One member of the New York Cotton Exchange explained this 
abnormal discount as follows: 

The reason for the enormous discount was the agitation and 
vociferation that the low-grade cotton was worthless, quite con- 
trary to the belief of those who had passed through similar con- 
ditions. * * * In my judgment, the agitation of last year in 
decrying the quality of the cotton which was in store in New 
York, and which also amounted to about 2,000,000 bales in addi- 
tion to our stock of similar grades throughout the South, by de- 
nouncing it as unspinnable, luiusable, and unmerchantable cotton 
resulted in a loss to the original growers of that cotton of upward 
of $25,000,000, as shown by the subsequent ability and desire of 
the mills to use this same unusable, unspinnable, and unmerchant- 
able cotton at a relative advance of from $5 to $10 a bale, and in 
some cases more, during the spring and summer. As an actual 
occurrence, we shippea from here to the southern mills some 
1,100 bales of rejections, or cotton that was too low to go on con- 
tract. I can liken the agitation and the effect upon the value of 
the cotton to a man having a piece of land for sale and telling 
the buyer that it would not produce the crops which he desired 
to raise from it. The natural effect of any such advice would be 
to depreciate the value of the land. 

In answer to the above statement it is sufficient to point out that 
those in a position to know the value of the cotton at New York, as 
many spot merchants undoubtedly were, would have instantly bought 
up large numbers of contracts and demanded delivery of cotton 
thereon If it were true that the contract price had been depressed 
much beyond a point warranted by the error in revising differences. 
If it were true that the cotton was thus undervalued, a profit could 
have been reaped by buying contracts and taking up the cotton upon 
them in this way. Competition for future contracts under such con- 
ditions should almost immediately tend to offset any unwarranted 
decline; consequently, the fact that the margin between the contract 
price and the spot price at New York remained at such an abnormal 
figure for so long a period is conclusive evidence that the cotton for 
the time being was not then undervalued. The fact that later in the 
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year the same cotton was sold at an advanced price obviously has no 
bearing upon the question. 

Another member of the New York Cotton Exchange contended 
that the large India crop was to a considerable extent responsible for 
this abnormal discount. He said : 

The New York contract last year was greatly criticised on ac- 
count of its not making sufficient difference between the qualities 
above middling and oelow middling, especially those below 
middling. The criticisms should have been just as strong for 
those above middling; but neither the com^nittee nor the planters 
and spinners and merchants realized that the magnificent trade 
existing in cotton fabrics all over the world was committed to 
the use of high-grade cotton only, and also that India last vear, 
w^hose cotton competes with our low-grade cotton, marketed one 
of the largest crops she ever produced, and as she raised very 
little good cotton she had to market her crop as it was and un- 
dersold the American low grades the whole season. The effect 
of this was to bear heavily upon the basis price. 

The argument that the large India crop was responsible for the 
discount is not well founded. A large crop of India cotton would 
undoubtedly tend to depress the market values of low-grade cotton in 
American spot markets, and thus to widen the differences for such 
grades, as compared with middling. But if the differences of the 
New York Cotton Exchange applying on contract deliveries had also 
been widened to correspond with these commercial differences there 
would be no reason why this surplus of low-grade cotton should " bear 
heavily upon the basis price." Instead,, the basis price should main- 
tain its normal parity with the spot price, since if differences were 
correctly established and these low grades tendered at only their 
proper relative values there would be no occasion to increase the 
discount in the contract price as compared with the spot price of 
middling. 

A more general argument was that the contract price did not go 
to a discount, but that the price of spot middling, owing to the 
scarcity of that grade, w^ent to a premium. This is only stating the 
same thing in another way. Furthermore, while spot middling cot- 
ton undoubtedly did advance, the table and chart already given show 
that the price of contracts in New York declined not only relatively 
to middling, but absolutely. Thus, the closing bid price of February 
futures, which on November 21 was 10.50 cents, fell by December 14 
to 9.41 cents, and by February 1, 1907, to 9.04 cents. 

Abnormal discount in Liverpool contract price in 1906-7. — 
Members of the New York Cotton Exchange have also attempted 
to defend the abnormal discount in the New York contract price in 
1906-7 on the ground that in the Liverpool market, which, ostensibly 
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The occurrence of these wide margins between the two prices in a 
market ostensibly using the commercial-difference system is surpris- 
ing. The explanations offered of this increase in the margin between 
the spot price and the contract price at Liverpool were generally 
unsatisfactory. One proffered explanation was that a large amount 
of very low grade cotton was shipped to Great Britain in the crop 
year 1906-7, whereas spinners who were committed to contracts for 
high-grade cotton goods did not want these low grades, but insisted 
upon securing high grades. Another explanation was that the spot 
price of middling cotton in Liverpool was not properly quoted, and 
could be quoted only in a nominal way, because of the very great 
scarcity of that grade of cotton. 

A member of the New York Cotton Exchange, in discussing this 
unusual discount in the contract price in the Liverpool market, said : 

We will say that there was a man in Liverpool who wanted 
1,000 bales of middling, and there were 100 bales of middling in 
stock. He bought that 100 bales and wanted 900 more. There 
were not 900 bales more in Liverpool. Therefore, theoretically, 
middling was worth anything. It was because of its nonexist- 
ence, or practical nonexistence, and the relative supply of the 
other grades * * * that made that contract rule so much 
under the middling grade. 

Comparison of the movements of spot and contract pricas in the 
Liverpool market for earlier years shows that the margin, as a rule, 
is rather more than 25 American points, the* assumed normal parity 
for New York and New Orleans. Moreover, the margin in Liver- 
pool has frequently been violently disturbed. One reason for this 
is that whereas the contracts of the New Orleans and the New York 
cotton exchanges limit the premium for extra staple on contract cot- 
ton to one-quarter of a cent a pound, there is no such limit in Liver- 
pool ; consequently the seller has the privilege of tendering cotton on 
which the staple allowance may be very considerable. In the season 
of 1906-7 the premiums paid for staple cotton in the spot market 
were not infrequently as high as 10 cents a pound or more for extreme 
lengths. ^Vhen the premiums are so abnormal there is clearly more 
opportunity for a considerable difference of opinion as to the proper 
allowance for extra staple, and especially so since the measure- 
ment of staple cotton is a matter on which there is often a decided 
difference of opinion. A receiver in the Liverpool market who did 
not desire such high-grade staple cotton might be seriously injured 
if he were compelled to receive it at abnormal premiums, since in 
retendering it, or in reselling it in the spot market, he might not 
obtain an equally large premium. 

It is probable, therefore, that the buyer of contracts in the Liver- 
pool market in the season of 1900-7 took this matter into consider- 
ation, and that it was one factor in sending the contract price to the 
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unusual discount actually reached. Of course, if allowances for 
staple were determined with absolute accuracy no such adjustment 
should be necessary or possible. But, as just stated, there is fre- 
quently a wide divergence in the ideas of different arbitrators as to 
staple. Indeed, since arbitration boards are frequently changed, 
and thus consist of arbitrators of varying skill and experience, it is 
almost certain to happen that there will be a divergence in the awards 
for extra staple in the case of cotton tendered on contract. In this 
connection it may be noted that the London Statist of December 8, 
1906, in discussing conditions in the spot market, said : 

For given quantities the number of points " on " is so vari- 
able, and in the case of long staples so extravagant, that even 
the most wary are caught tripping. The comparison of arbitra- 
tion awards brings out reversals of opinion that would be hardly 
creditable in any other season. So much as a shilling per pound 
has been refused for extra staple. 

Aside from this difficulty in making allowances for staple cotton, 
however, it is probably true that grade differences were not properly 
established in the Liverpool market in the crop years 1905-6 and 
1906-7. This, however, is an evil in itself, and in no. sense an excuse 
for improper establishment of such differences in the New York 
market. The Bureau did not make an extended study of conditions 
in Liverpool, since this was not essential to the proper understanding 
of conditions in New York and New Orleans. The fairly close cor- 
respondence of the spot and contract prices in the New Orleans 
market in 1906-7 shows clearly that any such abnormal discount as 
occurred in the New York market is avoidable if a proper system of 
establishing differences is employed. 

Exceptional conditions which may increase the discount in 
THE contract PRICE. — It is true that the contract price may be forced 
to an unusual discoimt as compared with the spot price under certain 
circumstances, even though the contract differences between grades are 
in substantial accord with the actual commercial differences. Thus, 
under some circumstances, holders of futures with limited means 
who have purchased on margins may be forced to sacrifice their 
contracts for reasons which would not affect holders of spot cotton. 
Again, certain grades of cotton may be in such light demand in the 
spot market as to be for the moment unsalable. Quotation commit- 
tees, in the absence of actual transactions in such cotton, might quote 
a price which would be more or less nominal and which would not 
represent the actual figure at which such cotton would have to be sold 
if it were pressed for sale. Unless the differences were established at 
such forced-sale value, therefore, a prospective buyer, fearing that 
such unsalable grades might be delivered to him, would lower the price 
which he would pay for contracts, tlius tending to bring about an 
unusual discount in the contract price. 
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As an illustration of conditions other than improper differences, 
which may tend to send the contract price to an unusual discount, the 
following excerpt from a statement by a member of the New Orleans 
Cotton Exchange may be cited : 

An overbought market might cause it — a man who had pur- 
chased contracts selling out instead of receiving his cotton, so 
that if there were a weight of sales of contracts as against the 
demand ^r the contracts, it would, for the time being, but only 
temporarily, outweigh the bid prices without affecting the spot 
marKet very materially. 

It is undoubtedly true that the conditiohs referred to may tem- 
porarily cause an unusual discount in the contract price relative to 
the price of spot middling. All the conditions above described would, 
however, under a proper working of the future system, be limited 
both in the force of their effect and in its duration. Under proper 
differences, an abnormal discount in the contract price means that an 
operator can, by buying future contracts, obtain cotton at a figure 
which will enable him to resell it in the spot market at an immediate 
profit. This being the case, it necessarily follows that unless there 
is something radically wrong in the operation of the system an abnor- 
mal discount will immediately attract buyers who desire to secure such 
profits; this, in turn, tends promptly to overcome the abnormal dis- 
count 

If differences are exactly right, a basis middling contract, as far as 
price is concerned, and allowing for the expense -of sorting out un- 
desired grades, is virtually a contract for middling cotton. Conse- 
quently, the price of a contract maturing in the spot month should 
not, under proper conditions, long remain under the spot price of 
middling cotton. A sustained disturbance in the parity, in the ab- 
sence of other very exceptional conditions, is an indication that con- 
tract differences are wrong. 

Section 10. Contention that effect of errors in differences is automat- 
ically corrected. 
Most advocates of the system of fixed or periodic differences, how- 
ever, do not deny that the failure to establish wider differences in 
the New York market in November, 1906, was chiefly responsible 
for the abnormal decline in the contract price as compared with the 
price of spot middling. Indeed, they contend that such variation 
in the discount in the contract price is a natural and effective method 
of correcting any evil effect of errors in differences and of prevent- 
ing losses in hedging transactions, and that it so operated in this 
case. The argument, already outlined earlier in this chapter, is that 
if the differences are wrong the competition, of all interests in the 
cotton market will determine the extent of the error and allow for 
it by varying the discount in the contract price accordingly. This 
argument, which has repeatedly been advanced by advocates of the 
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periodic-diflference system, was stated by S. T. Hubbard, a former 
president of the New York Cotton Exchange, in an address before 
the National Association of Cotton Manufacturers, at their meeting 
in Boston, April 24, 1907, in part as follows : 

Here [i. e., periodic-difference system] is a basis for contract 
delivery which will remain unchanged for nine months; if dur- 
ing that time it is found wrong, the measure of error will be 
determined, not by a committee appointed from time to time, 
but by the cotton world trading in all the markets, by the value 
they place upon our contracts. 

Another member of the New York Cotton Exchange, in a com- 
munication to one of his correspondents, imder date of April 12, 
1907, when the discount in the contract price at New York was about 
150 points, said : 

The cotton that would be delivered on contract in New Or- 
leans would not show much different results, either to the buyer 
or seller, than a delivery on a New York contract. 

In this connection the following comparative figures were given: 

New Orleans : 

April cotton closed on 9th Instant at 10. 18 

Good ordinary at 243 points off middling would net 7. 75 

Low middling at 125 points off would net 8.93 

New York : 

April cotton closed on 9th instant at 9. 30 

Good ordinary at 125 points off middling would net 8. 05 

Low middling at 50 points off would net 8. 80 

The communication continued : 

We doubt if as high as law middling would be delivered in 
either market. The difference between New Orleans and New 
York April delivery (10.18 and 9.30, respectively) was 88 points 
on 9th instant. You will notice from the above that good ordi- 
nary would net 30 points more in New York and low middling 
13 points less than New Orleans. 

We will admit that New York contracts have been a poor 
hedge this year, but in other respects the difference between New 
Orleans and New York prices shows no material difference in the 
example given above, as the 88 points are accounted for. It 
seems very much like buying goods at 10 cents less 10 per centy 
or 9 cents cash.^ 

In other words, the argument in the statements above quoted is that 
the effect of the errors in establishing grade differences at New York 
at the revision of November, 1906, was corrected by varying the dis- 
count in the contract price as compared with the price of spot mid- 
dling, and, furthermore, that in general it is practically immaterial 
whether or not differences established at New York for settlement of 
contract deliveries are in accordance with the commercial differences 
of southern cotton markets. 

a Italics by Bureau. 

33222—08 11 
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Section 11. Heavy losses resulting from the action of revision committee. 

The answer to this deceptive argument is quickly found in the ex- 
perience of those operators in futures who had bought contracts in the 
New York market prior to the revision of 1906, relying on the faith- 
fulness of the committee to change the differences to correspond with 
market conditions. The plight of such operators will be apparent 
on a moment's examination. They were confronted with the cer- 
tainty of having to take low-grade cotton at arbitrary and unduly 
narrow differences; in other words, at much above the actual value 
of these low grades as compared with middling. Those who held 
their contracts and at their maturity received cotton at these false 
differences suffered a heavy loss. Other holders, however, and prob- 
ably a majority, rushed to sell out their contracts. Of course, the 
new buyers endeavored to allow for this error in differences? in bid- 
ding for such contracts. As shown in Table 3, on page 122, prices 
of futures on November 22, 1906, the day after the revision committee 
met, fell about 30 points, and later by a much greater amount. Since 
a new condition affecting values usually does not show its full effect 
immediately in actual transactions, it was not to be expected that the 
full adjustment of the error in differences could be made at once. 
Each decline attracted new buyers, some of whom had previously 
sold contracts short and were content with a moderate profit. Re- 
gardless of the time necessary to bring about an adjustment, how- 
ever, it is apparent that all holders suffered a loss. Those who sold 
first lost less, but all lost. The long interest in cotton futures was, in 
the language of the trade, " scooped," or " frozen out." 

Moreover, those who bought from time to time during the decline 
in contracts following the revision (except in so far as they were cov- 
ering short sales) also lost, since the increasing appreciation of the 
extent of the error in the differences sent the contract price to a 
greater and greater discount. 

Losses on hedging transactions. — One attempted answer to this 
incontrovertible statement is that the long interest consisted at the 
time of revision of mere speculators and deserved no sympathy ; that 
they bought their contracts knowing that a meeting of the revision 
committee would be held in November, and that, consequently, they 
took the chance that the committee would not revise the differences 
properly. Passing by the fallacy in this argument for the moment, it 
is sufficient to point out that the losses resulting from this abnormal 
drop in the contract price relative to the spot price by no means fell 
exclusively on the mere speculator. On the contrary, they fell very 
heavily upon cotton merchants who were using the New York market, 
not for purposes of speculation, but to avoid speculation in the trans- 
action of business in actual cotton, or, in other words, for hedging 
purposes. A decline in the contract price would not, of course, in 
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itself alone cause losses to merchants who held contracts as a hedge, 
but the decline in contracts relative to spot cotton — that is, the great 
increase in the discount of the contract price — destroyed the protec- 
tion of their hedges and meant direct and certain loss. Their hedges 
proved to be worse than no hedge at all. 

The losses of this class of purchasers were enormous. Reports of 
such losses were obtained by representatives of the Bureau from prac- 
tically all sections of the cotton belt. In some cases cotton mer- 
chants who had thus purchased hedges in the New York market, 
realizing what the effect of the action of the revision committee must 
be, immediately closed out those hedges and transferred them to other 
markets and in this manner limited their losses. Others, however, 
did not realize what the fujl effect of the committee's action would 
be, and failed to " get out from under " in this way. Particularly 
severe losses were suffered by exporters in the Savannah market. In 
some cases losses of several dollars per bale were reported by mer- 
chants at that port. What this means may be better understood when 
it is stated that merchants often do. not expect to make over ^ cent a 
pound, or only about 60 cents a bale, profit. It was asserted posi- 
tively in the trade that several large firms formerly doing business at 
Savannah had withdrawn or arranged to withdraw from business 
there directly as a result of the losses thus suffered. 

These losses both of Savannah exporters and other merchants were 
partly due no doubt to the fact that certain of these interests had 
contracted early in the season to ship to European buyers high-grade 
cotton at about the usual differences " on " middling. After the Sep- 
tember storm these high grades, as previously stated, went to very 
heavy premiums. Some of the grades of " staple " cotton (cotton of 
extra-staple length) which ordinarily would be sold at 100 to 125 
points on middling went to several times this premium. Such export- 
ers who had used the New York market as a hedge were thus caught 
both waysj or in the language of the trade, were " whipsawed." It is 
only fair, of course, to consider these forward commitments in actual 
cotton in connection with the reports of large losses above cited. 

Regardless, however, of the losses due to inability to obtain high 
grades of cotton at the usual premiums above middling, it is obvious 
that the losses on hedges alone must have been very great in the case 
of those merchants who failed to sell out their hedging contracts- 
promptly. It might be supposed that all merchants would thus have 
sold out their hedge contracts at once, and, in fact, it is argued by 
some members of the New York Cotton Exchange that there was 
ample opportunity to do this. This argument is unsound. .There can 
be no doubt that even if all holders of hedges had on a single day 
attempted to close these out this tremendous weiglit of selling orders 
would have sent the contract price to a lower level than that actually 
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reached, with correspondingly heavy losses. Even those merchants 
who did immediately close out their hedging contracts suffered a loss, 
owing to the fa<!t, already noted, that the very day after the revision 
was announced the contract price fell sharply, both absolutely and 
in its relation to the price of spot middling. In view of this immedi- 
ate loss it was only natural that many such operators should delay 
selling out their contracts in the hope that a temporary rally in the 
market would enable them to get out on somewhat better terms. The 
ratlier common tendency of a market to rally somewhat after a sharp 
break, either because of extensive " covering " purchases by short in- 
terests or by the appearance of a new set of buyers who are attracted 
even by a slightly lower level, would encourage such delay. This 
tendency to delay getting out when a market is going against an 
operator is such a well-known trait of human nature that it need not 
.be emphasized. The longer such operators allowed their hedges to 
remain the greater their losses became. As shown above, the discount 
between the contract price in February and the February spot price 
reached nearly 200 points, or almost $10 per bale. 

This does not mean that losses of as much as $10 a bale on hedge 
transactions were general, for the reason that the contract price 
throughout the greater part of the year 1906 had ruled at an unusual 
discount below the price of spot middling. Undoubtedly many hedge 
purchases were made before the November revision at a very sub- 
stantial margin under the spot price. For instance, during the early 
part of 1906 the margin between the spot middling price and the 
price of futures for the spot month ranged at about 60 points, while 
in August and September, 1906, it at times exceeded 100 points. In 
October, however, it had fallen below 25 points and in November 
below 50 points. It will be seen, therefore, that the discount of 196 
points in February, 1907, was about 60 points greater than the widest 
discount shown in August, 1906, and about 140 points greater than 
what might be called the average margin of the early summer months 
of 1906. These were the margins shown by comparison of the spot 
price of middling cotton and the price of future contracts for the 
spot month in each case. Of course, the bulk of new commitments 
in futures is in more distant months. The course of the margin 
between the spot price of middling cotton and the price of future 
, contracts for the spot month was, however, fairly representative of 
the course of the margin between the spot price of middling cotton 
and the prices of more distant futures. In other words, the discount 
in the contract price for more distant deliveries increased substan- 
tially in proportion to that for deliveries in the current month, as ' 
shown in the table. While Jew merchants, if any, suffered losses 
equivalent to the extreme discount of 200 points reached by the con- 
tract price in February, there can be little doubt that the losses due 
to the widening of this discount ^Yere extremely heavy. 
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In connection with this discussion of the eflFect of the revision of 
differences at New York in November, 1906, upon dperators who 
had bought New York contracts as a hedge, the following state- 
ments may be cited. 

A member of the New Orleans Cotton Exchange said : 

The consequence of this system of fixed differences has been 
very disastrous this year [1906-7] to all parties concerned. Cot- 
ton is more aad more sold every year — ^passed on from producer 
to consumer — on a system of what is known as " points on and 
points off " the contract. This year there was an immense amount 
of cotton sold to spinners for forward delivery by exporters. 
Most of that cotton consisted of the higher grades, say, Liverpool 
good middling. In the early part of the seas(m, before the 
exporter realized what was happening to him, he sold that 
quality — Liverpool good middling — at 40 points on January 
contracts in New York. The crop was a low one. Differences 
widened. The cotton he had to buy went up, and the contract 
on which the points were based went down. So that, while he 
was paying 11 ^ cents for good middling cotton, he was getting 
40 points on 9 cents in New York, which was the price of the 
January contract. In other words, that man, by this system of 
fixed differences, was made to lose in some cases $10 per bale on 
transactions in which he had no speculative interest whatever 
and which were supposed to be, and were in their origin and 
intent, banking transactions. He lost that money through the 
debasement of that contract. Of course, if he sold at 40 points 
on in New Orleans he lost money, but that loss was inevitable. 

A prominent broker in Savannah said : 

Toward the latter part of November it began to be rumored 
that changes in differences would be made and he [the exporter] 
suddenly found that his futures had declined approximately 50 
points, based on the changes that were made. For the moment 
cotton also declined. * * ♦ it remained that way for a short 
time. Then the New York market proceeded to go lower while 
the actual cotton wfts held and was not sold for qiiite a little 
while. There was a lull in selling, although some had to sell, and 
they had to accept the decline which was brought about by 
changing the differences — or establishing the differences on a 
low-grade basis. The exporter, of course, was at sea; he did 
not know what to do. A great maliy of them waited to see what 
would be the result, and it proved very disastrous to them — 
actual cotton being held from 100 to 150 points on futures while 
futures continued to decline. Their losses ran from $3 to $5 
per bale, and afterwards increased to as much as $7 or $8 per 
bale, and the business which they had regarded as legitimate 
turned out to be absolutely the contrary, and was practically 
the rankest sort of speculation, being the result of manipulati(m 
by the New York Exchange, which is a speculative market and 
not a spot market. A half dozen large firms retired from the 
business. * * * They could not afford to do the business 
with all this uncertainty. This has simply changed the whole 
aspect of the business, and every exporter lost money — a great 
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many of them failed * ♦ * entirely owing to the changing 
of the differences. In the interior dozens of larmers laid down 
on the contract; they simply could not stand the differences. 
They lost money overwhelmingly and the entire trade received 
a black eye that it will not get over for a long time, for it has 
shaken the whole foundation of the cotton business. This is the 
absolutely legitimate business; there is no speculative feature 
to it. It made what they call a legitimate business absolutely 
illegitimate. Had they not hedged at all, they would have been 
all right. New York caught the South for millions of dollars, 
and naturally New York was benefited thereby; there is no 
doubt about that. 

A cotton buyer in Savannah said, in substance : 

Buyers and exporters in the Savannah market lost heavily last 
year as a result of purchasing New York hedges. They were 
compelled to lose. There was no other way around it. I think 
these losses would easily amount to about $1,000,000 in Savannah 
alone. I think that such losses were responsible for one failure 
in this market. 

Another Savannah buyer said, in substance : 

Last fall when the differences were changed low middling was 
only 50 points below middling and tinges very little off. This 
threw their market on a low middling instead of a middling 
basis, when their market dropped at once about 50 pointy. ♦ * * 
Those who had hedged their sales of cotton by buying futures ^t 
once lost that drop m the market^ because spots, instead of going 
down, advanced, and here was a widening the other way, and 
between spots and contracts futures declined and the spots went 
up, making a wide-open split. Those who had hedged, instead 
of being able to pay the price for cotton, had simply to lose that 
difference, which was enormous. * * * Xhe losses here were 
very large. A great many people had hedged their foreign-mill 
sales in New York, hence this drop in filtures and the advance 
in spots of course caused them to lose a great deal of money. 

A cotton buyer of Yazoo City, Miss., said, in substance, that the 
failure of the revision committee to materially widen the difference? 
between middling cotton and the lower grades entailed tremendous 
losses upon those who had purchased futures in the New York mar- 
ket, and that he himself had suffered heavily. On May 10, 1906, he 
contracted to sell 500 bales of high-grade staple cotton to a New Eng- 
land spinner, deliverable in November, December, and January, on 
the basis of 312J points above the future quotations for those months. 
These sales were arranged through what are known as spinners' calls, 
already described;" that is, the spinner had the privilege of demand- 
ing the cotton at 312^ points above the future quotations on any day 
that he might select before the maturity of the contract. On May 10, 
1906, when these sales were made, the margin between the price of 

« See page 106. 
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spot middling and the price of May contracts was 56 points. By the 
end of December, 1906, this margin had widened to about lOO points, 
and in January, 1907, it ranged from about 100 to over 160 points. 
This increase in the margin was due in large measure, as already 
shown, to the improper differences established by the revision com- 
mittee of the New York Cotton Exchange. Since the spinner bought 
on the basis of 3 12 J points on the contract price, and did not " call " 
until the price fell sharply after the action of the revision committee, 
he obtained his cotton at a much lower figure than the seller had ex- 
pected to have to deliver it The seller states that he lost $7 per bale 
on this transaction. 

A representative of a large Texas firm stated that he had hedge 
contracts for several thousand bales of cotton in New York at the 
time the revision committee met, but that he began to sell these 
hedges out the very morning that the action of the revision com- 
mittee was announced By so doing he avoided a loss of many thou- 
sands of dollars. 

Some members of the New York Cotton Exchange have attempted 
to answer complaints of hedging merchants on the same ground as 
indicated above in the case of the speculator, namely, that such a 
merchant should inform himself as to the complicated workings of 
the fixed-difference system and should then take his chances. A 
member of the New York Cotton Exchange, in discussing the posi- 
tion of the buyers of hedges in general, said : 

A. He should look out for himself. There are no rules that 
can help bad judgment. 

Q. Would you say it was bad judgment on the part of a man 
not to have anticipated such a revision as occurred last Novem- 
ber [i. e., November, 1906] ? — A. It is bad judgment for a man 
to hedge his mill's requirements by buying contracts at any time 
or at any place. * * * My pomt is that these markets.should 
not be used bv the spinner to hedge his requirements. 

Q. How about the merchant, then, who sells to spinners? 
Doesn't he need a buying hedge? — A. He needs a buying hedge 
and should not need a guardian. 

The fallacy and injustice involved in the above argument are so 
obvious as hardly to call for answer. It may, however, be repeated 
that the fundamental principle of hedging is to eliminate for the 
cotton merchant, as far as possible, speculative risks, whereas the 
fixed-difference system arbitrarily and artificially injects into his 
calculations a very decided element of risk. The cotton merchant 
has a right to expect that cotton exchanges will so frame their rules 
as to minimize as far as possible the element of risk in his hedging 
transactions. 

Losses or speculators.— As already stated, the contention was 
made by some that a large number of those who lost money on ac- 
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count of the widening of the discrepancy between the contract price 
and the spot price were mere speculators. While this is trtie, it is dif- 
ficult to seriously consider the argument that such operators are 
entitled to no consideration. The charter of the New York Cotton 
Exchange distinctly states that one of the purposes of that organiza- 
tion is to " establish just and equitable principles in the trade and to 
maintain uniformity in its rules, regulations, and usages." Many 
members of the New York Cotton Exchange are in large measure 
dependent upon outside speculators for their commissions, and they 
make very earnest efforts, through the establishment of branch offices, 
the issuance of circulars, and other methods of advertising, to secure 
the business of such outsiders. To take the ground that such out- 
siders have no rights which the exchange is bound to respect is clearly 
indefensible. In fact, it hardly becomes ^ny member of that ex- 
change to use such an argument. The removal of the speculative 
interest from the New York Cotton Exchange would go far toward 
the termination of its existence. It is fair to state that this is not 
the expressed attitude of some leading members of the New York 
Cotton Exchange. This argument was, however, advanced by some 
members who are extreme advocates of the New York method of 
fixing differences. 

It should be remembered that, while veteran operators in the cotton 
market at once appreciated what the effect o{ the action of the New 
York revision committee would be, this was by no means apparent 
to the outside trader. A small speculator in cotton, or even a large 
operator who was not familiar with the intricacies of the business, 
would veiy properly assume that, if conditions warranted an advance 
in the price of spot cotton, the price of futures would show a corre- 
sponding improvement. That, ii;i the face of a sustained advance in 
the spot price of middling cotton, the contract price at New York 
should actually decline, probably had never occurred to thousands of 
traders in cotton futures. The losses of this portion of the specu- 
lative clientele must have been enormous. The effect was speedily 
shown in the practical desertion of the customers' rooms of many of 
the large brokerage houses handling a public business. 
, It will be seen, therefore, that the argument that the effect of errors 
in differences can be corrected by the simple process of varying the 
contract price is an exceedingly specious one. An especially falla- 
cious element in the argument is that it assumes that the buyer can 
know, at least approximately, at the time that he buys the contract 
what grades will be delivered him months later. The argument is 
that he will expect surplus grades and reduce his bids sufficiently to 
offset any errors in grade differences for such grades. As a matter 
of fact, the surplus grades themselves comprise a wide range, while 
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broken lots of other grades are often delivered. It is common for a 
single delivery of cotton on contract in New York to embrace more 
than ten grades, and, including the quarter grades formerly recog- 
nizec}, deliveries have included more than twenty grades. It will be 
apparent, therefore, that the buyer of a future contract can have only 
a very rough idea of the exact grades which he will receive at de- 
livery. Furthermore, the surplus grades, on account of changes in 
weather which may alter the general character of the crop may prove 
to be quite different from expectations at the time the contract was 
entered into, while, again, as clearly shown in this chapter, the buyer 
can not foresee what changes in differences a revision committee will 
make. 

Indisposition to hedge in New York market a result of re- 
vision OF November, 1906. — The losses incurred by merchants who 
had hedged in the New York market, by reason of the action of the 
revision committee in November, 1906, naturally made them fearful 
of again entering that market, and this fear has caused many of them 
since to transfer their hedging operations to other markets. Even 
those who did not happen to lose on this occasion have been disposed 
to do this. This was asserted by a considerable number of cotton mer- 
chants interviewed during the investigation. One of the largest cot- 
ton merchants in the country said in the latter part of 1907: 

We are doing no business in New York this year in hedges, 
because we do not know what the committees are going to do. 
We are hedging in Liverpool. 

A very definite J^tatement to the same effect was made by another 
firm, members of the New York Cotton Exchange, in a letter dated 
August 21, 1907, to the revision, committee which met in September, 
1907, in part as follows : 

In common with other houses, we have received many letters 
from mill people in which they express a determination" to have 
nothing to do with the New York contract until a proper re- 
vision of grade differences shall have been made ; and we are now 
receiving numerous inquiries as to what chance there is of such 
a correction at the approaching meeting of the revision commit- 
tee on September 11. These latest inquiries have been drawn 
out by the argument which we made in our weekly letter of 
August 17 in favor of a resumption of business in our market 
by the mills. * * * 

The replies arriving are all to one effect, namely, that until 
conditions are properly adjusted New York can not hope to 
regain its position as a hedge market for cotton manufacturers. 
One disgusted spinner (a man in previous years a strong friend 
of the New York market) even goes so far as to say : 

" We have made up our minds to do nothing until we know 
what the committees will do to make the New York contract 
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somewhat like the value of spots. A mill buying wheat in Chi- 
cago would have found [it^ 
tract of cotton in New Ym'l 



cago would have found [it] last fall as good a hedge as a con- 



The country looks to the New York Cotton Exchange for a 
correction of an acknowledged error in judgment on the part of 
our revision committee nine months ago. * * * Failure to 
make a revision of some sort when the opportunity offers wnll 
unquestionably be considered a determination on the part of our 
exchange to deny justice to the trader in contracts, and all the 
efforts which have been made by a large body of our exchange 
to overcome the existing antipathy to our institution will have 
been wasted. 

As noted elsewhere, the revision committee which met in Septem- 
ber, 1907, made a very drastic change in differences, particularly on 
low grades. 



CHAPTER IV. 

PERIODIC TBESTTS COMMBECIAL DIFFEBEVGEB WITH RESPECT 
TO THE PABITT BETWEEH SPOT AHD CONTRACT PRICES. 

L FREQT7ENT DISTURBANCES OF KABGIN BETWEEN SPOT AND 
CONTBACT FBICES UNDER PERIODIC DIFFERENCES. 

Section 1. Comparative moyements of spot ' and contract pricei at Hew 
Tork, 1880 to 1908. 

Those who defend the New York system of periodic differences 
excuse the revision committee of November, 1906, on the ground that 
the crop for that year was of extraordinarily low grade; and they con- 
tend that the periodic-difference system should not be judged by its 
operation under such abnormal circumstances. In support of this 
contention they declare that the periodic-difference system, through 
a long series of years, has given general satisfaction. 

An examination of the records of the New York Cotton Exchange 
shows that this defense can not be sustained, but that there have been 
other revisions besides that of November, 1906, which have disturbed 
contract values and the normal parity of the spot and contract price, 
and which have caused acute dissatisfaction. In fact, there has been 
more or less dissatisfaction over the action of revision committees 
ever since the system of monthly revisions was established in 1888, 
and particularly since 1897, when the meetings of the revision com- 
mittee were limited to two a year. 

That the parity between the New York spot and contract prices 
has thus frequently been disturbed is brought out in the following 
table, and in charts 5 and 6, opposite page 154, comparing the move- 
ment of the price of spot cotton in the New York market with the 
movement of the price of basis future contracts for the period from 
September, 1880, to March, 1908 (in the charts the comparison dates 
back only to September, 1890). The basis of this comparison is as 
follows: The spot price of middling is the mean of the highest and 
lowest prices of each month, and the price of futures is likewise the 
mean of the highest and lowest quotations for the current or spot 
month; that is, the price of futures for January, in any given year, is 
the mean of the highest and lowest prices for January futures as 
quoted in January; that for February the mean of the highest and 
lowest for February futures as quoted in February, etc. 
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Table 9.-COMPARI80N OF SPOT PRICE OP MIDDLING COTTON WITH PRICE OF 
FUTURE CONTRACTS FOR THE SPOT MONTH, NEW YORK COTTON EXCHANGE, 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY, 1880-1908. 

[Cenft per i>ouiid. A minus margin indicates a premium of the future price over the spot prio^.] 



Year and month. 



1880-81. 

September 

October ....... 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 



1881-82. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1882-83. 

September 

October , 

NovemN'f 

Docember 

January 

Febniary 

March 

April 

May 

June 

July 

.\UgU9t 



lH8.'}-84. 

SoptemlHT 

Octol)er 

NovemJx»r 

Deceml)or 

January 

FobruHry 

Murch 

April 

May 



Mean 
spot 
price. 


Mean 

future 

price for 

spot 
month. 


Maigin. 



11.81 
11.31 
11.50 
11.94 
11.88 
11.63 
11.13 
10.81 
10.09 
11.00 
11.66 
12.50 

12.25 
11.69 
11.81 
12.31 
11.63 
11.81 
11.94 
12.19 
12.50 
12.38 
12.81 
12.94 

12.25 

11.06 

10.63 

10.38 I 

10.19 

10.25 

10.19 

10.19 

10.81 

10.56 

10.25 

10. 13 

10.38 
10.63 
10.50 
10. 50 
10.60 
10.81 
11. 11> 
11.60 
11.63 



10.93 


.38 


11.59 


-.09 


11.88 


.06- 


11.85 


.03 


11.28 


.35 


10.89 


.24 


10.60 


.21 


10.52 


.17 



11.53 

10.93 

11.59 

11.88 

11.85 

11.28 

10.89 

10.60 

10.52 

11.00 i 

11.46 

13.00 

12.05 
11.54 
11.71 
11.98 
11.93 
11.65 
11.96 
12.16 
12.11 
12.32 
12.87 
12.80 

12.00 
10.87 
10.48 
10.25 
10.06 
10.22 
10.14 
10.06 
10.83 
10.51 
10.09 
10.19 

10.29 
10.58 
10.48 
10.43 
10.63 
10.78 
11.11 
11.70 
11.52 



Year and month. 



I 1883-84— Con. 

0.28 ' June ! 

July 

August 

1884-85. 

September 

October 

November 

December 

January 

'^ I February 

•^® ,1 March 

■^ I April 

May 

.20 June 

15 July 

August 



.10 



-.30 



.06 

-.06 

.14 

.25 , 



, I 



188&-86. 

Septejnber 

■^* October 

•® ! November 

• ^ December 

January 

Febnisry 

March 

April 

May 

June 

.19 j July 

.15 I August 

• 13 1886-87. 

• 13 September 

•03 i October 

• 0-^ Noveralwr 

•13 j DecemI)or 

.02 January 

• 05 Fp])ruafj' 

•1« March 

April 

May 

June 

July 

August 

1887-88. 

.06 Septonil>or 

.03 October 

.OS , NovemlxT 

- .01 D<M?einlvr 

.11 I, January 



-.06 

.09 j 

.02 
.07 



, Mean 
Mean future 
spot price for 
price. spot 
month. 



Maigin. 



11.31 


11.34 


-0.03 


11.06 


ia98 


.08 


10.94 


10.83 


.11 


10.66 


10.37 


.19 


9.94 


9.88 


.06 


10.19 


10.26 


-.07 


10.81 


10.75 


.06 


11.13 


11.20 


-.07 


11.31 


11.31 


.00 


11.31 


11.21 


.10 


10.69 


10.82 


-.13 


10.88 


10.74 


.14 


10.69 


10.56 


.13 


ia25 


10.22 


.03 


ia44 


10.40 


.04 


10.13 


9.65 


.48 


9.81 


9.03 


.18 


9.44 


9.29 


.15 


9.31 


9.25 


.06 


9.25 


9.20 


.05 


9.00 


8.91 


.09 


9.06 


9.00 


.06 


9.25 


9.16 


.09 


9.66 


9.15 


.41 


9.44 


9.18 


.26 


9.50 


9.49 


.01 


9.38 


9.24 


.14 


9.38 


9.15 


.23 


9.38 


9.04 


.34 


9.19 


a 93 


.26 


9.38 


9.37 


.01 


9.50 


9.48 


.02 


9.50. 


9.41 


.00 


iao6 


9.98 


'• .08 


iao9 


' 10.56 


.13 


11.13 


laao 


.33 


11.19 


11. 12 


.07 


ia56 


ia26 


1 .31 


9.81 


\ 9.65 


.16 


9.81 


9.45 


.36 


9.56 


9.51 


.05 


10.06 


iao7 


-.01 


lase 


, laso 


.06 


ia66 


1 ia42 


.14 
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Table 9.-COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH PRICE OF 
< FUTURE CONTRACTS FOR THE SPOT MONTH, NEW YORK COTTON EXCHANGE, 

BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY, 188a-19(»- 

Contfnued. 

[Cents per pound. A minus margia indicates a premium of the future price over the spot price.] 



Year and month. 



1887-88— Con. 

February 

March 

April 

May 

June..'. 

July 

August 



September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

188»-g0. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1800-01. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1801-92. 

September 

October 



Mean I 
Mean ! future ' 
spot j price for Margin, 
price. I spot 
, month. 



ia63 I 
10.19 
9.81 

laoo 
laio 
laes 

11.00 
10.63 

iao6 

9.94 

,a8i 

9.88 

iao6 I 

10.31 

ia63 • 

11.13 
11.06 
11.19 
1L44 I 

11.25 ! 
10.69 I 
ia31 , 
ia28 

ia63 

11.38 I 

11.41 

11.72 

12.34 

12.19 . 

12.19 

11.63 ■ 

ia69 

iai6 

9.66 
9l31 
9.41 
9. 13 
8.97 
&94 
8.91 
&59 
8.19 
&16 

8.59 
&53 . 



1 



ia52 

9.99 
9.60 

9.88 

laio 

•10.55 

laso 

ft 67 
ft 40 
ft56 
ft 50 
ft 56 
ft 81 

laoo 
ia43 
ia79 
ia48 
ia56 
ia73 

11.10 

ia56 
iao7 
ro.14 
ia53 

11.04 
11.29 
11.70 
12.31 
12.06 
12. 13 
11.30 

ia:J7 

ft 97 
9 32 
S.97 
ft 15 

8.85 
8.68 
&61 
&64 
8.24 
7.80 
7.8() 

8.39 
&26 



0.11 
.20 
.21 
.12 
.09 
.08 
.11 



.66 
.38 
.31 
.32 
.25 
.31 
.20 
.34 

.58;! 

.63 

.71 ! 

I 
.15 

.13 

.24 I 

.14 

.10 

.34 ! 

.12 

.02 

.03 i 

.13 

.06 

.32 

.19 ' 
.34 
.34 
.26 

.28 ; 
.29 i' 
.33 ' 
.27 ll 
.35 I 
.30 
.301 

.20 I 
.27 ; 



Year and month. 



1801-92— Con. 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1892-4)3. 

September 

October 

November 

December 

January 

February 

March 

April 

May r.. 

Jime 

July 

August 



1893-94. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



SeptemlxT 

October 

Novemlior 

DecemlxT 

January 

February 

March 

April 

May 

June 

July 

August 



Mean 
spot 
price. 


Mean 

future 

price for 

bpot 
month. 


Maigin. 


8.19 


7.86 


0.33 


7.91 


7.58 


.33 


7.56 


7.17 


.30 


7.25 


&85 


.49 


&88 


a56 


.32 


7.03 


6.72 


.31 


7.34 


7.18 


.16 


7.50 


7.48 


.11 


7.38 


7.19 


.19 


7.28 


7.15 


.13 


7.34 


7.11 


.23 


&03 


7.83 


.20 


ft 16 


8.60 


.56 


ft 60 


ft 31 


.38 



ft 69 
ft 47 
8.94 
8L16 
7.72 
7.84 
8.06 
7.63 

8.13 

8.31 

8.16 I 

7.94 I 

8.09 

7.84 

7.63 

7.56 I 

7.25 

7.35 

7.13 I 

a94 I 



6.G3 
&03 
5.78 
5.75 
5.69 
5. .59 
&00 
a 69 
7.07 
7.13 
7.10 
7.66 



ft 47 I 
ft 02 I 
8.60 
7.83 I 
7.38 I 
7.66 
7.80 
7.30 \ 

7.98 
7.99 
8.07 
7.72 , 
7.83 I 
7.55 
7.42 . 
7.44 . 
7.02 ' 
7.10 

a85 
a 62 



a 41 
a 72 , 

5.48 , 
a 53 

a50 
a 42 I 
ass 
a 58 . 

ass ' 
a 93 I 
a 87 

7. 44 I 



.22 
.45 
.25 
.33 
.34 
.18 
.17 
.24 

.15 
.32 
.09 
.22 
.26 
.29 
.21 
.12 
.23 
.25 
.28 
.32 



.22 
.31 
.30 
.22 
.19 
.17 
.15 
.11 
.19 
.20 
.23 
.22 
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Table 9.— COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH PRICE OF 
FUTURE CONTRACTS FOR THE SPOT MONTH, NEW YORK COTTON EXCHANGE, 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY, 1880-1908- 
Continued. 

[Cents per pound. A minus margin indicates a promlum of the future price over the spot price.] 



Year and month. 



1895^96. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



189(V^7. 

September 

Octolxjr 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1897-98. 

September 

October 

November 

December 

January 

February 

March 

April 

May -. 

June 

July 

August 



1898-^. 

September 

October 

November 

December 

January 

Febniary 

March 

April 

May 



Mean 
spot 
price. 



Mean 

future 

price for 

spot 
month. 



&63 
&94 

s.m 

8.41 
&i6 
8.03 
7.81 
&01 
8.10 
7.72 
7.25 
8w03 

a54 
8.16 
7.91 
7.38 
7.22 
7.22 
7.32 
7.53 
7.75 
7.79 
7.94 
&07 

7.16 
&31 
5.91 
5.88 
5.91 
&13 
&19 
&32 
a44 
a44 
&16 
5.94 ' 

5.56 I 
5.41 I 
5.47 
5.72 I 
6.16 I 
0.47 I 
6.38 
6.22 

6.19 ; 



8.24 
&80 
&44 
&03 
7.96 
7.74 
7.44 
7.73 
7.93 
7.44 
a 93 
7.80 

&10 
7.78 
7.70 
7.14 
6.94 
6.84 
6.99 
7.16 
7.32 
7.26 
7.46 
7.88 



Margin, 



0.39 
.14 
.26 
.38 
.20 
.29 
.37 
.28 
.26 
.28 
.32 
.23 

.44 
.38 
.21 
.24 
.28 ' 



.37 
.43 
.63 
.49 
.19 



5.38 

5.21 , 

5.18 

5.47 

5.79 

6.17 

6.09 

5.82 

5.82 i 



a 72 


.44 


a 18 


.13 


5l71 


.20' 


5.71 


.17 


&71 


.20 


&89. 


.24 1 


&98 


.21 


an 


.21' 


a28 


.16 


a 31 


.13 


5.95 


.21 


5.71 


.23 



.18 
.20 
.29 
.25 
.37 
.30 
.29 
.40 
.37 



Year and month. 



Mean 
spot 
price. 



1888-99-Con. 

June 

July 

August 



1899-1900. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1900-1901. 

Septeml)er 

October 

November 

December. 

January 

Febniary 

March 

April 

May 

June 

July 

August 

1901-2. 

September 

October 

November 

December. 

January 

Februarj' 

March 

April 

May 

June 

July 

August 

1902-3. 

September 

October 

Noveral)pr 

December 

January 



a 16 

a 19 
a 31 



Mean 

future 

price for 

spot 
month. 



Margin. 



5.09 
5.54 
6.71 



0.47 
.66 
.60 



a 67 


a 14 


.43 


7.29 


a96 


.33 


7.80 


7.32 


.28 


7.66 


7.22 


.44 


7.78 


7.41 


.37 


8.72 


8.33 


.39 


9.66 


9.32 


.34 


9.72 


9.26 


.46 


9.44 


9.10 


.34 


9.41 


9.00 


.41 


10.03 


9.78 


.25 


9.88 


9.01 


.87 


10.31 


9.70 


.61 


10.16 


9.67 


.49 


9.91 


9.52 


.39 


10.03 


9.75 


.28 


10.94 


11.13 


-.19 


9.63 


9.09 


.54 


&63 


8.23 


.40 


8.38 


7.97 


.41 


a 19 


7.73 


.46 


8.59 


8.29 


.30 


8.47 


7.94 


.53 


8.31 


7.61 


.80 


8.41 


7.61 


.80 


8.25 


7.84 


.41 


7.91 


7.54 


.37 


8.28 


7.93 


.35 


8,31 


7.89 


.42 


8.53 


8.32 


.21 


9.03 


8.84 


.19 


9.44 


9.23 


.21 


9.56 


9.20 


.36 


9.34 


8.93 


.41 


9.16 


&48 


.68 


8.94 


8.45 


.49 


9.00 


8.52 


.48 


8.80 


8.51 


.29 


8.48 


8.14 


.34 


8.70 


8.43 


.27 


8.05 


8.75 


.20 
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Table 9.— COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH PRICE OF 
FUTURE CONTRACTS FOR THE SPOT MONTH, NEW YORK COTTON EXCHANGE, 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY, 18«>-l«)g- 
Continued. 

[Cents per poiuuL A minus margin Indicates a premium of the future price over the spot price.] 



Year and month. 



Mean 
spot 
price. 



1902-3— Con, 

February 

March 

April 

May 

June 

July 

August 



Mean 
future 
price for Maigin 

spot I 
month. 



1903-4. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1904-5. 

September 

October 

November 

December. 

January 

February 

March 

.April 

May 

June 

July 

August 



9.63 
10.18 
10.33 
11.45 
12.43 
12.55 
12.75 

12.13 
10.05 
11.06 
13.03 
14.03 
15.38 
15.33 
14.60 
13.33 
11.85 
10.93 
11.05^ 

1L06 
ia25 
9.78 
7.93 
7.18 
7.75 
8.03 
7.85 
8.35 
9.28 
ia70 
10.93 



9.39 
9.91 
ia06 
11.24 
12.06 
12.45 
11.87 

11.89 
9.71 
10.73 
12.68 
14.16 
14.93 
14.67 
14.21 
13.08 
11.26 
10.52 
10.45 

ia54 
9.79 
9.41. 
7.62 
&80 
7.28 
7.55 
7.48 
7.89 
8.20 
ia30 
ia48 



0.24 
.27 
.25 
.21 
.37 
.10 



.24 
.34 
.35 
.35 
.77 
.45 



.25 
.59 
.41 
.60 

.51 
.46 
.37 
.41 
.38 
.47 
.48 
.37 
.46 
1.08 
.40 j 
.45 



Year and month. 



1905-6. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1906-7. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1907-8. 

September 

October 

Novemiier 

Deceml)er 

January 

February 

March 



Mean 
spot 
price. 



ia88 
10.30 
1L45 
12.13 
11.80 
11.13 
11.38 
11.73 
11.73 
11.05 
10.90 
ia35 

9.80 
ia83 
ia75 
ia85 

ia85 

11.13 
11.18 
11.18 
12.20 
ia03 
U18 
ia28 

12.65 I 
11.40 
11.20 
1L95 I 
11.78 
11.60 ! 
10.98 ' 



— -1— 
Mean 
future 

price for 

spot 
month. 



Margin. 



I 



ia38 

9.89 
ia79 
11.55 
11.26 
10.55 
ia67 
11.12 
11. 13 
10.55 
ia09 

9.33 

a 75 
10.37 
la 54 
9.65 
9.39 
9.23 
9.57 
9.58 
10.76 
1L67 
12.23 
1L44 

11.42 
ia47 
ia40 
11.33 
11.00 
10.65 
10.05 



0.50 
.41 
.66 
.56 
.54 
.58 
.71 
.61 
.60 
.60 
.81 

1.02 

1.05 
.46 
.21 
1.20 
1.46 
l!90 
L61 
1.60 
L44 
1.36 
.95 
1.84 

1.23 
.93 
.80 
.62 
.78 
.95 
.93 



I 



The means of extreme quotations for a period as long as a month 
may seem at first sight an untrustworthy basis for showing the 
movement of prices. As a matter of fact, however, it can be demon- 
strated that the use of such mean figures is, for all practical purposes, 
as reliable as the use of average figures. The use of either mean or 
average figures for the period of a month conceals, of course, the fluc- 
tuations which occur within the month, and this fact should be con- 
stantly borne in mind in the following discussion, and of course in 
the case of New Orleans as well as of New York. It would be imprac- 
ticable, however, to show fluctuations in the margin daily for any 
considerable period. Moreover, such daily comparisons would be 
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misleading; because the future market naturally fluctuates much 
more rapidly and more violently than the spot market from hour to 
hour or from day to day, so that a disturbance of 20 or 30 points in 
the margin, if it remains in effect for only a day or so, is not neces- 
sarily an indication that the future market is being conducted on an 
improper basis. The continuance of any such disturbance — ^which 
would be fairly indicated by the use of mean or of average figures — 
over any considerable period of time does indicate that there is some- 
thing radically wrdng in the operation of the system. The trust- 
worthiness of mean figures, as compared with averages, is more fully 
explained in a note at the end of this chapter. 

In the following discussion of this table and of the corresponding 
table for the New Orleans Cotton Exchange, given in a later section 
of this chapter, it should be borne in mind that contracts for future 
delivery in some months are practically neglected in both the New 
York and New Orleans markets. This is notably true of the months 
of February, April, and June, and to a less degree August and Novem- 
ber. It sometimes happens that future transactions in these months 
during such months are very infrequent, and it may happen that the 
means of such infrequent quotations will not be at all times repre- 
sentative. In the New Orleans market, in some of these inactive 
months, there were no transactions whatever.* 

In this connection, it should be further stated that, owing to the 
greater volume of business in futures in the New York market, as a 
result of which transactions in these inactive months are generally 
more numerous than in the case of New Orleans, this consideration 
does not apply with as much force in the case of the New York fig- 
ures as in the case of those for New Orleans. Furthermore, it will 
be found that comparatively few marked disturbances of the parity 
have occurred in these inactive months, with the exception of August, 
when, as shown below, other conditions than the infrequency of 
transactions undoubtedly were largely responsible for such disturb- 
ances. Although transactions in these inactive future months are 
limited, a bid and asked price is usually given for contracts in these 
months. A study was made of the margin shown by a comparison 
of the closing bid figures for these inactive months with the spot 
price of middling. This comparison showed that the margin based 
on actual transactions as used in the table was a proper one. One 
of the few marked discrepancies between the two margins occurred 
in the case of the New Orleans market in February, 1908, when the 
margin based on actual transactions was only 26 points, whereas the 
margin obtained by using the closing bid prices of futures was 59 
points. This was due to the fact that transactions in February 
futures in New Orleans in February, 1908, were very few in number 

a See Table 13, page 172. 
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and all in the early part of the month, so that they did not fairly 
reflect a widening of the margin which occurred later in the month. 

From the table it will be seen that in the period from 1880 to 1888, 
during which the commercial-diflFerence principle was employed by 
the New York Cotton Exchange, fluctuations in the margin between 
the price of spot cotton and the price of futures were confined to 
moderate limits. Thus, from September, 1880, to September, 1888, 
the greatest discount of the contract price as compared with the 
spot price of middling was 48 points." Such a discount, moreover, 
was altogether unusual, the discount seldom exceeding 35 points, 
while, in the great majority of cases, it was 15 points or less. In a 
few instances, it is true, the contract price went to a premium over 
the spot price, such condition being indicated in the table by a minus 
margin.* Thus, in August, 1881, there was a premium of 50 points, 
and in January, 1882, a premium of 30 points. This situation, how- 
ever, was abnormal and undoubtedly due either to a squeeze of some 
importance or to inactivity of trading in those future deliveries. For 
the period prior to 1888, therefore, the range of fluctuation in the 
margin, on the whole, was small. This is further illustrated by chart 
11, opposite page 178, which shows the margin alone, without the 
monthly means of prices themselves, for the period from 1881 to 1908. 

In 1888 the New York Cotton Exchange, as already stated, aban- 
doned its policy of frequent revisions and provided that its revision 
committee should meet only nine times a year (or monthly from 
September to April, and again in June). It is worth noting that this 
change was almost immediately accompanied by a marked disturb- 
ance of the parity between the spot and the contract price. Thus, 
in September, 1888, the margin amounted to no less than 96 points, 
whereas for eight years previously the greatest margin,.as just shown, 
was 48 points. In December, 1888, the margin fell to 31 points, but 
widened out to 71 points in August. Thus the introduction of the 
periodic-difference system, even with the requirement of nine 
revision meetings yearly, was marked both by an unusual increase 
in the margin between the spot and the contract price and by violent 
fluctuations in that margin. As an illustration of the dissatisfac- 
tion produced by this unusual condition it may be noted that the 
Augusta Cotton Exchange corresponded with the Savamiah Cotton 
Exchange at this time with a view to securing a general conference 
of committees of various southern exchanges for a discussion of "the 
anomalous condition of the relation between spot and future cotton 
in New York." No action appears to have been taken in this 

« It will be understood that in thus quoting figurqa to indicate changes in the mar- 
gin the mean figures as shown in the table are used. Actual fluctuations in the mar- 
gin within any given month are, as above stated, not j^hown. 
, * Actual premiums may have been of only a few days' duration. 
33222—0^-^12 
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matter, but it serves to illustrate the dissatisfaction existing in the 
cotton trade. 

In 1889 and 1890 the margin was very much narrower than in the 
previous year, and much more constant. In the season of 1890-91, 
however, it widened out somewhat beyond the normal limits, though 
by no means as sharply as in 1888-89. Thus, in November and 
December of 1890 the margin was 34 points, and from January to 
April, 1891, it ranged from 26 to 33 points. These are the margins 
indicated by the mean ^gures. The actual margins at this time were 
frequently greater. 

From September, 1891, to September, 1897, the margin between 
the two prices showed a fair degree of constancy. Thus, the extreme 
discount in the contract price during this period was 56 points and 
instances where the discount exceeded 40 points were rare. At the 
same time the margin seldom was less than 15 points. This com- 
parative steadiness of the margin is well brought out by chart 5. 
This greater uniformity in the margin was due in part, no doubt, to 
the low prices for cotton which prevailed during this period and for 
some time thereafter. Thus, from 1892 to 1897 the actual price of 
middling did not at any time exceed 10 cents, while it frequently was 
below 6 cents. While the normal margin of 15 to 25 points should be 
more or less unaflFected by changes in prices of spot cotton, dis- 
turbances in this margin, due to improper establishment of differ- 
ences, would naturally be less when prices of cotton were low and 
the commercial differences consequently small in absolute amount 
than when they were high, since errors in arbitrary differences under 
these conditions would naturally be smaller than when prices of cot- 
ton were high and commercial differences between grades fairly wide. 

During this period, from 1891 to 1897, the revision committee of 
the New York Cotton Exchange continued to meet nine times a 
year; as shown later, the committee frequently made no change in 
differences at its meetings. In the crop year 1897 the New York Cot- 
ton Exchange abandoned monthly meetings of the revision committee, 
and provided that the committee should meet only twice a year, 
namely, in September and November, and this system has been in 
force ever since. This change has been followed by a very marked 
change in the relationship between the spot and the contract price. 
In the seasons of 1897-98 and 1898-99, it is true, the margin between 
the two prices was comparatively moderate on the whole, although in 
the latter season the margin in July widened out to 65 points. In 
these years, however, as shown later, the disparity between the New 
York differences and the commercial differences was not great. This 
again was partly due to the low prices of cotton which still prevailed 
at this time. 

From September, 1899, down to the present time, however, the 
margin has on the whole been very much greater than in earlier years, 
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and, what is far more important, it has fluctuated with much greater 
violence. Thus, in the season 1899-1900 it ranged from 25^ points to 87 
points discount; in 1900-1901 it ranged from a discount of 80 points 
to a premium of 19 points. In later years fluctuations have also 
been violent, until in the season of 1906-7 the discount in the con- 
tract price from the spot price of middling went to the unprece- 
dented figure of 190 points, while for a gre^t part of that season it was 
over 125 points. On the other hand, in November, 1906 (when, how- 
ever, there was a severe squeeze in the market), it fell as low as 21 
points, thus showing pronounced irregularity. In April, 1908, the 
discount again became exceedingly great .<* The general increase 
in the margin for the period since 1897, and the greater irregularity 
of the margin, can at once be seen from the charts opposite page 154. 
Irregularity in the margin is especially important. It is the con- 
stancy rather than the amount of the margin with which operators in 
the future market, and particularly those using the future market for 
hedging purposes, are mainly concerned. This consideration can not 
be too strongly emphasized. That is to say, it is largely inmiaterial 
to an operator whether the- contract price is 25 points below the 
price of spot middUng or 100 points below so long as a uniform 
parity is maintained. The table, however, shows' very clearly 
that for the period from 1897 to date, arid more particularly from 1899 
to date, there has really been nothing like a sustained parity between 
the two prices for any considerable period of time. This means that 
merchants using the market for hedging purposes have been more or 
less constantly subjected to a very serious risk; whereas, as so fre- 
quently emphasized, the purpose of hedging is to reduce or eliminate 
risk. It means, too, that the calculations of speculators as to the 
movements of the contract price itself have been rendered more 
difficult and risks consequently increased. 

Section 2. Eelation of disconnt in contract price to grade differences. 

The disturbances in the parity between the spot and the contract 
price, above indicated, were usually accompanied by a disparity be- 
tween the grade differences fixed by the New York Cotton Exchange 
and the commercial differences existing in southern markets, and 
were undoubtedly largely due to such disparity in differences.'' 

In studying the relationship of disturbances of the parity between 
the spot and the contract price to disparities between the New 

aSee page 126. 

& The differences eatablLshed by revision committees of the New York Cotton Ex- 
change since October, 1889, are given in Table IG, on pages 184-185. Table 17, on 
pages 186-188, shows the commercial differences in the New Orleans market for good 
middling, low middling, and gcKjd ordinary cotton on the first business day of each 
month from September, 1890, to September, 1900, while Table 18, on pages 189-192, 
Bhows all changes in the commercial differences for these grades at New Orleans from 
September, 1900, to March, 1908. 
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York differences and the commercial differences of the South, it 
should be borne in mind that the parity may be disturbed to some 
extent by influences other than errors in the contract differences. As 
already pointed out, cross currents of speculation may influence this 
margin, particularly after the normal parity has been once disturbed. 
The future market is more active than the spot market and is sub- 
ject to almost ceaseless fluctuation, so that the future price may be 
sharply advanced or sharply reduced for a brief period without a cor- 
respondingly marked fluctuation in the price of spot middUng.* 

Granting, however, that certain conditions other than errors 
in differences may aflFect the mai^n between the spot and the con- 
tract price, it will be clear, froni the following discussion, that such 
errors have undoubtedly been an exceedingly important factor in pro- 
ducing those disturbances. 

As already stated, from 1890 to 1897 the margin between the spot 
price of middUng and the price of futures for the current month was, 
speaking relatively, fairly uniform. During this period the differ- 
ences of the New York Cotton Exchange were on the whole less out 
of line with those in the New Orleans itiarket (which is fairly repre- 
sentative of the leading southern markets) than they have been in 
recent years. This will be apparent from chart 7, opposite page 160, 
which shows the contract differences on for good middling cotton and 
the differences off for low middling and good ordinary cotton in the 
New York and New Orleans markets on the first day of each month 
from September, 1890, to August 31, 1897, inclusive.^ The move- 
ment of the margin between the spot and contract prices at New 
York is also shown, for comparison, in a subchart. 

The most pronounced disparity between the periodic differences of 
the New York Cotton Exchange and the commercial differences ex- 
isting in the New Orleans market for good middling or low nwddling 
cotton during this period occurred in the year 1891, when the differ- 
ence for good middling cotton at New York was far below the com- 
mercial difference for that grade in the New Orleans market. This, 
however, was not accompanied by a corresponding disturbance of the 
parity between the spot and contract prices at New York, for the rea- 
son^ already explained, that when differences on high grades are made 
too small the usual result is that high grades are simply withheld from 
delivery on contract, and therefore do not influence the discount of 
the contract price. This error in the difference of the New York 
Cotton Exchange for good middling, however, occasioned pronounced 
dissatisfaction at the time. This is indicated by the following report 
of a special committee of the New York Cotton Exchange appointed 

« See page 137. 

ft It Hhonld be noted that the fibres for New Orleans, Hince they show merely the 
differences existing on the first day of the month, may not indicate all changes in 
differences in that market during the period under consideration. 
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to consider plans for improving methods of establLshing grade differ- 
ences: 

New York, April 1;1891, 
To the Board of Managers New York Cotton Exchange. 

D^AR Sirs: Yom* committee having in charge to devise a plan 
to improve the present system of revising the quotations of spot 
cotton beg, to report as follows: 

In comparing our Quotations with the eight leading southern 
markets for the montns of November, December, January, and 
February, as per table herewith, we find that with the exception 
of *'good middling'^ they diflFered but little. As ^'good mid- 
dling," this season, was not delivered on contract, the admitted 
mistake in its quotation has at no time affected the value of 
contracts. 

It has been suggested to revise quotations for various grades once 
a year only, at a time when the quality of (he crop grown is fairly 
well Jcnown to the trade, as, for instance, in November. If Tiowfver, 
the quotations so fixed are to hold good for twelve months, they would 
virtually extend into a new crop, which may be of a different qual- 
ity and character altogether. 

By adopting such a system aU calculation would be upset and 
hedging be made impossiole. 
^ Much cw it may be desired by traders in futures to have fixed 
values for the various grades, no legislation can ever accomplish it; 
supply and demand wiU regulate the values, and fluctuations are 
consequently unavoidable.^ 

As it is proved by the inclosed table that our quotations thus 
far this season have been pretty near the same as those in the 
various southern markets, we recommend that our present sys- 
tem be continued; that the committee on revision oe charged, 
however, in revising, to take the quotations of Liverpool as well 
as those of the leading southern markets (Norfolk, Charleston, 
Savannah, Mobile, New Orleans, Galveston, Memphis, St. Louis, 
Augusta) into consideration, the superintendent to supply the 
committee with the necessary information. Mistakes, such as in 
the quotation of ^*good middling,'' could thereby be avoided in 
future. 

In connection with this your committee beg to suggest that 
the Quotations for spot cotton be expressed in ciecimals m future, 
whicn would materially facilitate the clerical work in making 
out bills for contract delivery. 

. Your committee further begs to recommend that the leading 
southern exchanges be invited to join with the New York Cotton 
Exchange in a proposition to the European exchanges to adopt 
a uniform international standard of classification for American 
cotton. 



Respectfully submitted. 



George Brennecke, Chairman. 
Samuel Hopkins, Secretary. 
Robert Woolfenden. 

A. NORDEN. 

TuoMAS M. Robinson. 



o Italics by Bureau. 
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During the rest of the period from 1891 to 1897 the diflFerences in 
the two markets for good middling and low middling were fairly well 
in line, as compared with the pronounced disparities which occurred 
in 1891 and which have occurred in recent years. It should be 
pointed out, however, that, despite the fact that the revision com- 
mittee of the New York Cotton Exchange was required during this 
period to meet monthly, it made very few changes in differences for 
these two grades. This is shown on the chart, the hne representing 
the New York differences remaining unbroken for several successive 
years. The fact that the absolute amount of disparity between the 
differences in the two markets was less marked than in the later 
periods was not, therefore, necessarily due to greater frequency in 
fixing periodic differences at New York, but rather 'to the fact that 
in southern markets the commercial differences did not fluctuate 
widely. This, in turn, as already noted, was partly due to the very 
low prices prevailing for cotton during the greater part of the period 
in question, since when prices are low the differences between grades 
would naturally be considerably less in absolute amount than when 
prices are high. In view of these low prices of cotton, the disparity 
in differences, while comparatively small in absolute amount, was, 
at times, relatively important. 

During the period from June, 1893, to January, 1895, there was a 
considerable disparity between the New York and New Orleans 
differences off for low middling, and, similarly, from March, 1893, to 
January, 1897, there was a marked disparity in the differences off 
for good ordinary. In both cases, however, the differences were 
greater in the New York market than in the New Orleans market. 
In other words, the periodic differences, as fixed in New York, resulted 
in an undervaluation of these two grades when tendered on contract. 
Consequently, these grades w^ere not ordinarily tendered on contract, 
and the differences fixed for them did not influence the contract price. 

It is to be noted, therefore, that the most pronounced disparities* 
between the New York and the New Orleans differences during the 
period from 1891 to 1897 were not of such a character as to cause an 
unusual discount in the contract price as compared with the price of 
spot middling cotton. 

The changes m the relation of differences in New York to those in 
New Orleans since 1897, during which period New York differences 
have been subject to revision only twice yearly, are shown in charts,** 
opposite this page, the subchart indicating the margin between the 
spot and the contract price at New York. From this chart it will be 
seen that the parity between the spot and the contract price was 

o For the poriod from September, IfKX), to March, 1908, all changes in differ- 
ences in the New Orleans market are given in Table 18, on pages 189-192. 
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sharply disturbed in 1899 and 1900, and that differences at New York 
were frequently out of line in these years with the commercial differ- 
ences at New Orleans. For example, at the end of the crop year 1899 
(July and August), when the contract price at New York fell sharply 
from the spot price of middling — the margin between the two amount- 
ing^ to about 60 points — the differences at New York for all three 
grades mentioned likewise showed serious divergence from the differ- 
ences in New Orleans. Thus, against a difference *'on *' in New York 
for good middling of 0.38 cent, the difference in New Orleans was 
0.63 cent and at times 0.69 cent. In other words, the New York 
difference was too narrow and good middling was undervalued. This, 
however, did not affect the contract price, since it simply meant that 
good middling was not delivered on contract to any great extent. 
The difference off for low middUng was also too narrow at this time. 
Thus, in July, 1899, it was only 0.44 cent in New York, as compared 
with 0.81 cent in New Orleans. The difference off for good ordinary 
in New York was 1.06 cents, whereas in New Orleans it reached 
1.63 cents. In other words, at this period these low grades were 
overvalued at New York. The situation was, therefore, similar to 
that existing in the crop year 1906-7, and, although the error was 
less pronounced, the effect was the same in kind, namely, to produce 
an abnormal discount in the contract price as compared with the 
price of spot middling. 

Since 1900 disturbances in the margin between the spot and the 
contract price have been common, particularly toward the close of 
crop years. They have also been much greater in absolute amount 
than those occurring from 1891 to 1897. In August, 1900, the margin 
widened out to 87 points, and it was 80 points in the same month of 
1901, while in the meantime, in January, 1901, the contract price 
went to a premium of 19 points above the spot price. Fluctuations 
in the margin at this time were, therefore, extremely irregular. In 
1902, 1903, 1904,'^and 1905 disturbances in the mai^n near the end of 
crop years, while, on the whole, less severe than those just indicated, 
were nevertheless pronounced. 

The relation between these increased and varying discounts in the 
contract price, as compared with the spot middling price, and the grade 
differences is clear from charts 7 and 8. It will be seen that the dis- 
parity between the New York and the New Orleans differences, particu- 
larly with respect to low middling and good ordinary cotton, was much 
more marked during the period from 1900 to 1907 than it had been 
from 1891 to 1897. The fact, already noted, that the discount in the 
contract price was, during the period from 1900 to 1905, usually most 
conspicuous at the end of the crop 3^ear — from July to August — or in 
September, corresponds in general with greater disparities between the 
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arbitrary differences of New York and the commercial differences at 
New Orleans at these times. This tendency of the disparity between 
the New York and New Orleans differences to become especially 
marked at the close of crop years is entirely natural, since that period 
is remote from the date of the latest revision of differences at New 
York, in November, and since changes in conditions affecting the 
commercial differences at New Orleans would be most pronounced 
toward the end of the crop year, when the supply of cotton is ordi- 
narily much reduced and consists of a nondescript mixture of grades, 
which the holders are willing to dispose of at concessions. The c».hart 
shows, in the case of low middling, and still more decidedly in the case 
of good ordinary, that a pronounced disparity between the New York 
differences and the commercial differences at New Orleans occurred at 
the close of the crop years 1900-1 and 1902-3, and a considerable 
disparity at the close of the crop years 1903-4 and 1904-5. In nearly 
every case the New York differences for these low grades were too 
narrow; that is, there was an overvaluation of these low grades 
which tended to increase the discount in the contract price. 

In the season of 1903-4 the New York differences were rather 
sharply out of line with those in southern markets for high grades. 
TJiese grades, for which good middUng is fairly representative, were 
constantly overvalued by the arbitrary differences of the New York 
Cotton Exchange. Owing to the fact that the crop of 1903-4 was of 
unusually high grade, there was a large surplus of high-grade cotton; 
consequently, it was the high grades rather than the low grades which 
cotton merchants desired to tender on contract. The excessive differ- 
ences established on these high grades, therefore, had an important 
bearing upon the contract price, which, as will be seen from an exam- 
ination of Table 9, fell shirply from the spot price in the months of 
January, February, and March, 1904. The difference on for good 
middling as established by the revision committee of the New York 
Cotton Exchange in November, 1903, was 0.44 cent, whereas in the 
New Orleans market the difference at the time the New York com- 
mittee met was only 0.19 cent, and while it subsequently widened it 
reached only 0.31 cent. This error in the establishment of differences 
on high grades at New York in the crop year 1903-4 occasioned acute 
dissatisfaction. This incident is fully discussed in Chapter V, and 
need not be considered in detail here. 

In the crop years 1905-6 and 1906-7 the margin between the two 
prices, as shown in the preceding chapter, was altogether abnormal, 
and at this time the disparity between the fixed differences of the 
New York Cotton Exchange and the commercial differences of the 
New Orleans Cotton Exchange was also exceptional. 
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Seetion 3. Effect of revisions of September and H ovember, 1907. 

From Table 9 and chart 6 it will be seen that the mai^in between 
the spot and contract prices at New York narrowed sharply during 
the period from September to December, 1907. Thus, against a 
mean margin in September, 1907, of 123 points, the mean margin in 
December was only 62 points. Furthermore, the margin as shown 
by a comparison of daily prices had narrowed still more sharply. 
The narrowing of the margin at this time is of especial interest, 
because the revision of September, 1907, at New York was avow- 
edly intended to faithfully reflect the actual commercial differences 
existing in southern markets. 

Revision of September, 1907. — The acute dissatisfaction result- 
ing from the revision of November, 1906, and the accompanying gen- 
eral complaints against the methods of the New York Cotton 
Exchange were followed by, and undoubtedly were in large part 
responsible for, a decided change in the management of the exchange 
at the annual election in June, 1907. It was generally expected that 
the revision committee appointed by the new board of managers 
would revise differences more nearly in accordance with those in 
southern markets. These expectations were fulfilled, and at the 
meeting of the revision committee in September, 1907, a drastic 
revision was made on low grades, for which differences were sharply 
widened; for the high grades the differences were considerably nar- 
rowed. This is shown by the following table: 

Table lO.-CHANGES IN CONTRACT DIFFERENCES MADE BY REVISION COMMITTEE 
OF NEW YORK COTTON EXCHANGE SEPTEMBER 11. 1907. 



Grade. 



Fair 

Strict middling fair. . 

Middling lair 

Barely middling fair . 
Strict good middling . 
Fully good middling . 

Good middling 

Barely good middling 

Strict middling 

MiddUng 

Strict low middling . . 
Fully low middling . . , 

Low middling 

Barely low middling . 
Strict good ordinary. 
Fully good ordinary . , 
Good ordinary 



Differences. 


Increase 

(+)or 

decrease 

(-). 


Novem- 
ber, 1906. 


Septem- 
ber. 1907. 


Cents. 


Cents. 


Cent. 


2. 00 on 


1. 75 on 


-0.25 


1. 75 on 


1.50 on 


- .25 


1.50 on 


1.25 on 


- .25 


1.25 on 


1.00 on 


- .25 


1.00 on 


.75 on 


- .25 


.88 on 


.62 on 


- .26 


.76 on 


.50 on 


- .26 


.57 on 


.37 on 


- .20 


.38 on 


.25 on 


- .13 


Basis. 


Basis. 




.14 off 


.30 off 


+ .16 


.32 off 


.65 off 


+ .33 


.50 off 


1.00 off 


+ .50 


.70 off 


1.25 off 


+ .55 


.90 off 


1.50 off 


+ .60 


1.07 off 


1.75 off 


+ .68 


1.25 off 


2. 00 off 


+ .76 
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Table 10.— CHANGES IN CONTRACT DIFFERENCEtB MADE BY REVISION COMMITTEE 
OF NEW YORK COTTON EXCHANGE SEPTEMBER 11, 1907-Coiitinaed. 



Grade. 



Differences. I Incit^aae 

,-- — ( + )or 

Novem- Septem- decrease 
ber, 1906. 1 ber, 1907. 1 (— ). 



Strict good middling tinged 

Good middling tinged 

Strict middling tinged 

Middling tinged 

Strict low middling tinged. 

Low middling tinged 

Strict good ordinary- tinged 

Fully middling stained 

Middling stained 

Barely middling stained 

Strict low middling stained 
Fully low middling stained . 
Low middling stained 



Cents, 
0.30 on 

(«) 

.06 off 
.12 off 
.46 off 
.90 off 
1.25 off 
.42 off 
.50 off 
.78 off 
1.50 off 
L 75 off 
2. 00 off 



Cents, 

0.35 on 

(•) 

.20 off 
.30 off 
1.00 off 
1.50 off 
2. 00 off 
1.00 off 
L 25 off 
1. 75 off 
2. 25 off 
2. 62 off 
3. 00 off 



Cent. 
+0.05 



+ .14 

+ .18 

+ .54 

+ .60 

+ .75 

+ .58 

4- .75 

+ .97 

+ .75 

+ .87 
+LO0 



a Value of middling. 



The following statement was made to the committee at its meet- 
ing on September 11 by Dr. James H. Parker, the new president 
of the exchange and also a member of the revision committee: 
Mr. Chairman: 

This is probably the most important ipeeting of the revision 
committee that has ever been held. The entire cotton world is 
awaiting with anxiety to hear the result. It is acknowledged, 
I believe, by all that we did not make a proper revision last 
November, and the result has been that this exchange has been 
severely criticised by the entire trade and by Congress, which 
directed an investigation, and we will, in my judgment, have 
further trouble with Congress unless we do make a proper re- 
vision. Most of the States South have legislated to stop the 
people in their States from trading in futures at all. The world 
wants a proper hedging market and New York is the place they 
prefer to have it, and it is well understood that last year hedges 
in New York did not give them proper protection. We are told 
by some thttt the coming crop is going to be of a better quality, 
and that, therefore, we should not revise. The crop is coming 
in now, and it is being traded in as it is received, and in the mar- 
kets w^here it is most largely coming in it is b.eing traded in on 
practically the same differences between middling and the lower 
grades as during almost the entire past year. Probably the best 
markets to be governed by in the actual differences are Houston 
and Galveston, and the differences in those two markets between 
middling and low middling is IJ cents a pound and between 
middling and good ordinary 2 J cents a pound. Much fear is 
being expressea by some that if we do not reduce the price of the 
fine grades we will accumulate a stock of fine cottons, and that 
we will have the same trouble with the fine grades that we are 
now having >vith the low grades. The world over is increasing its 
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consumption of the fine grades, and are widening their differences 
for the reason that manufacturers are running on finer goods, 
and the world is consumii^ finer goods, taking the place or linen 
and silk, and to my mind it woula be a healthy change to have a 
stock of fine cotton instead of low quality as we now have. It 
is conteivded that we should estimate the quality of the coming 
crop. I do not agree with this theory. This committee has 
notning to do with guessing. They should fix the differences as 
they exist to-day and leave the future to take care of itself. We 
have another revision in November, and if the difference change 
by that time we can change with it. We should deal with facts 
and not fancies. Let us fix our differences to agree with the 
actual market differences at which cotton will sell for to-day, 
and no one can blame us for doing so. Last year we refused to 
be governed by facts and we all know the result. 

J. H. Parker. 



Several members of the revision committee stated that it had been 
their aim in this revision of September, 1907, to establish differences 
substantially in accord with those existing at the time in the large 
spot-cotton markets of the South. This, in a general way, was 
actually done, as may be seen from the following table of quotations 
compiled from data submitted to the revision committee at its meet- 
ing in September, 1907, by Atwood Violett, a member of the New 
York Cotton Exchange, who has been active in the campaign for a 
return to the commercial-difference principle: 

Table 11.— COMPARISON OF SPOT QUOTATIONS OF VARIOUS GRADES OF COTTON IN 
SOUTHERN MARKETS ON t)R ABOUT SEPTEMBER 7, 1907. 



ICenU per pound.] 



Market.o 



Memphis... 
Savannah . . . 
Little Rock. 

Augusta 

Mobile 

St. Louis... 

Macon 

Charleston . . 

Waco 

Houston . . . 



Average difference, all markets f> 

Differences established by Now York revision committee 
September 11 



Good 
middling. 



Nominal 
13iS 
131 

13| 

14A 



131 
134 
14J 



Middling. 



13i 

13,', 

13 

13A 

13 

13J 

13 

IS 

12J 

13J 



.45 on 
.50 on 



Low I Good 
middling, ordinary. 



12 



10* 



12,^; 12nom'l. 

12 I 10 

13r^, 

12* 

12 



12J 
11! 
12| 



.97 off 
1.00 off 



lOi 



12 
lOi 
11 



2. 28 off 
2.00off 



a Quotations for Memphis and Charleston of September 9; for Waco and Houston, Septeml)er 10; 
all others September 7. 
b Computed by Bureau. 

It will be seen that the differences for good middling, low middling, 
and good ordinary — three important grades — established by the re- 
vision conunittee in September, 1907, were well in line with average 
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diflFerences in leading southern jnarkets. Such averages of differences 
are of course not altogether satisfactory. In the first place, as shown 
elsewhere, there are decided variations in ideas of classification in vari- 
ous markets, so that the differences are not directly comparable. 
Again, under a simple average, a market handling only a very small 
amount of cotton is given the same weight as a market which may 
handle a very large quantity. Nevertheless, these average comparisons 
are not without value. The difference of 0.50 cent on for good mid- 
dling established by the New York Cotton Exchange was somewhat 
greater than the difference for that grade reported in the principal 
southern markets, and the difference of 2 cents off for good ordinary, 
on the other hand, was smaller than the difference in most markets. 
In other words, both these grades were somewhat overvalued. 

It may be noted that the differences in the New Orleans market, 
which are not given in the above table, were as follows on September 
9, 1907: For good middling five-eighths cent (63 points) on (by Sep- 
tember 11 it was only one-half cent); for low middling 1 cent (100 
points) off, and for good ordinary 2 J cents (212i points) off. 

This revision of September, 1907, was, therefore, fairly well in ac- 
xsordance with the commercial differences existing at the time in 
southern markets. It is true that this sharp increase in differences 
off for low grades did not immediately result in restoring a normal 
parity between the spot and contract prices, and this fact was ad- 
vanced by some as indicating that so drastic a revision was unw^ar- 
ranted and that the previous unusual disparity between the two prices 
was really due to causes other than errors in differences. As a matter 
of fact, an immediate restoration of the parity could not reasonably 
be expected. Such readjustments of the future price are more or less, 
gradual. Nevertheless, it is extremely significant that immediately 
after this revision of September, 1907, the margin between the spot 
and the contract price commenced to narrow. The revision com- 
mittee met on September 11. By reference to Table 6, page 125, it 
will be seen that on September 6 the margin between the spot and the 
contract price (based on the official spot price for middling and the 
closing bid price for current futures) was 176 points. By Septem- 
ber 13, or only two days after the revision committee met, it had nar- 
rowed to 118 points, a part of this change having occurred before 
the committee met, in anticipation of a severe revision. By Octo- 
ber 4 the margin had dropped to 94 points and by November 1 to 55 
points. It continued to fall, with some interruptions, until on De- 
cember 3 it stood at only 34 points, or but little above the normal.** 
• This narrowing of the margin between the spot and contract prices 
therefore goes far to show that when the contract differences at New 

"In December, 1907, there was a rather sharp squeeze in the New York market 
which contributed to this narrowing of the discount. 
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York are properly fixed the margin tends to approach a normal 
figure. 

Revision meeting or November, 1907. — This restoration of a 
proper parity between the spot and the contract price had, however, 
scarcely occurred before a fresh disturbance of that margin took place, 
and again as a result of incorrect differences. Whereas the crop of 
1906-7 was abnormally low in quality, the current crop of 1907-8 was 
of fairly good grade. The result was that the commercial differences 
in southern markets for high grades narrowed rather sharply during 
the period between the September and November revision meetings. 
A comparison of the differences for several important grades in lead- 
ing southern markets about November 15, 1907, wuth the differences 
fixed by the revision committee of the New York Cotton Exchange, is 
given in the following table, compiled by Superintendent King, of the 
New York Cotton Exchange, from data furnished by southern mar- 
kets, the averages having been computed by the Bureau : 



Tabub 12.- 



LOMPARISON OF SPOT QUOTATIONS OF VARIOUS GRADES OF COTTON IN 
SOUTHERN MARKETS ABOUT NOVEMBER 15, 1907. 



Houston 

Galveston 

New Orleans. 

Memphis 

Savannah 

Augusta 

Norfolk 



Market. 



[Cents per pound.] 



Mid- 
dling 
fair. 



} on 
Ion 
I on 



Hon 



Good 
middling. 



Averages ' . 80 on 

Differenoes as reaffirmed by New York revision 
committee on November 20, 1907 1. 25 on 



I oh 

I on 
ion 

Aon 
i on 
\ on 

A on 

.32 on 
.50 on 



i^« Good 
MiddHnKmlddlTng.' ^'^ 



lOi 
11 
lOi 

104 
io« 

10.69 



li off 
loff 
iofl 

Uofl 
1 oft 

A off 



.99 off 
1.00 off 



2|ofl 
2toff 
lloll 
21 off 
Ifoff 



2. 33 off 
2. 00 off 



o Discontinued. 

Thus, whereas the average difference for good middhng cotton in 
leading southern markets in the , early part of September was 45 
points, by the middle of November it had narrowed to about 32 points 
on, while the difference for middling fair cotton, which toward the 
end of September was 125 points in New Orleans, had dropped to 75 
points in that market, and an average of the differences for this grade 
in several of the different markets was only 80 points. This narrow- 
ing of the commercial differences for high grades in the southern 
markets was called to the attention of, the revision committee at its 
November meeting. Statistics were submitted to the committee 
by Atwood Violett, of the New York Cotton Exchange, showing the 
following averages: 

Points. 

Average premium on good middling in 12 markets mentioned 28 

Average discount on low middling in 11 markets mentioned 78i 

Average discount on good ordinary in 6 markets mentioned 214 
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In a formal communication to the revision committee under date 
of November 16, 1907, Mr. Violett' further said: 

It can hardlv be urged, in the face of such proofs as are here- 
with presented, that the premium on good middling, which is 
already here 20 points greater than the average premium on 
that grade in the South, should be further added to ; but, on the 
contrary, it would seem that the premium of 50 points should 
be reduced, and thus conform to the conditions in this respect 
as represented by the markets referred to. 

Notwithstanding this narrowing of differences for high grades in 
the southern markets, the revision conmiittee at its meeting in Novem- 
ber, 1907, made no change in grade differences, but simply reaffirmed 
all differences as established at the September meeting of the com- 
mittee. The result, as just stated, was a renewed disturbance of the 
margin between the spot and the contract price. Whereas, as just 
shown, that margin had fallen from 176 points on September 6 to 34 
points on December 3, it widened out by January 3 to 98 points. 
There can be no question that this excessive difference for high 
grades was partly instrumental in thus again sending the contract 
price to an abnormal discount as compared with the price of spot mid- 
dling. Another reason, however, probably was that while commercial 
differences for low-grade cotton had narrowed somewhat, the New 
York differences for some low grades were still insufficient. The 
margin at New York at the present time (April, 1908) is abnormally 
wide, and since there is practically no high-grade cotton in the New 
York stock the discount in the contract price must be attributed 
partly to improper differences for low grades. There were, however, 
some special conditions at this time tending to cause an unusual 
amount of liquidation in the future market and also a depression in 
the contract price relatively to the price of spot middling. These 
conditions are discussed elsewhere in connection with an increase in 
the discount of the contract price at New Orleans. (See p. 309.) 

In this connection it may be noted that at the meeting of the 
revision committee in November, 1907, the president of the exchange, 
Dr. J. H, Parker, called attention to the fact that the margin between 
the price of spot cotton and the price of January contracts was still 
about 80 points. Mr. Hubbard, a member of the committee, re- 
marked that December was the month to be considered, and not 
January, in making such a comparison, to which Doctor Parker replied 
that, December being a cornered month, January should be con- 
sidered. Even admitting that December should be considered 
instead of January, Doctor Parker pointed out that the margin between 
the spot and the future price was too wide, showing that there was 
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something wrong somewhere; and he expressed the opmion that the 
error was in the improper revision of differences on low grades, and 
that these differences should be increased instead of decreased. 

Section 4. Summary. 

A study of the various difference charts presented shows that the 
disparity between the differences at New York and those at New Orleans 
has almost invariably been most pronounced in the case of good 
ordinary cotton. This is a matter of special importance, since many 
members of the cotton trade contend that the principal difficulty, 
both in the classification of cotton and in the establishment of grade 
differences, occurs in the case of the lowest contract grades, of which 
good ordinary is fairly representative. The more or less constant 
trouble over the establishment of 'differences for good ordinary and 
the associated group of low grades has been urged by some cot- 
ton merchants as sufficient reason for excluding such grades from 
the privilege of contract delivery altogether. This matter will be 
discussed in a later part, and need not be taken up here. It i^ 
simply desired to point out in passing that the assertions that such 
low grades have been a particular source of difficulty in the establish- 
ment of differences at New York are supported by historical evidence. 

From the facts presented in the preceding sections, it can not be 
disputed that there has frequently been a wide discrepancy between, 
differences established by the revision committee of the New York 
Cotton Exchange and the commercial differences established in New 
Orleans, which in the main are fairly representative of those in the 
other principal spot markets of the South. This has been particu- 
larly true since 1897, when the requirement for only two meetings of 
the revision committee of the New York Cotton Exchange each 
year went into effect. During this time there have been marked 
disparities between the spot and the contract price at New York. 
In fact, since October, 1897, when this rule was adopted, the parity 
between the two prices has been subject to almost constant disturb- 
ance, and the discount in the contract price as compared with the 
spot price of middling has frequently been extremely wide; in the 
crop year 1906-7, as already shown, this discount was unprecedented, 
amounting at times to about 200 points. 

It is true that errors in establishing differences at New York have 
not invariably caused serious disturbance in the margin between the 
spot and the contract price in that market. As above explained, 
this is chiefly due to the fact that at times errors in differences 
occurred in those grades of the crop which were not for the time 
being generally tendered on contract. 

It has not infrequently happened that the differences established 
by the revision committee of the New York Cotton Exchange have 
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been seriously out of line with commercial diflFerences at the very time 
the revision was made. However, even if the diflFerences as originally 
established in New York were identical with the commercial diflFer- 
ences in the South at the time, it is virtually certain that disparities 
will later occur. Such disparities are, indeed, a necessary corollary 
to the fact that commercial diflFerences in southern markets are sub- 
ject to a wide measure of variation. It does not matter how capable 
and conscientious the members of a revision committee may be; they 
can not, even as late as November, anticipate with certainty conditions 
which may cause material changes in the commercial diflFerences for 
the various grades. It is utterly impossible for a conmiittee to know 
what may happen in the cotton market six months, or even two 
months, later. In other words, a revision which is absolutely correct 
on the third Wednesday in November may be radically wrong long 
before the following September, during which interval, under the by- 
laws of the New York Cotton Exchange, there is absolutely no means 
of correcting the error. It must be apparent that the establishment 
of contract diflFerences to hold good for ten months in advance is an 
extremely arbitrary proceeding and one which can hardly be called 
more than guesswork. 

The argument has sometimes been advanced that, although the 
periodic diflFerences of the New York Cotton Exchange thus show 
frequent and at times very marked divergence from the commercial 
diflFerences of southern marketsj nevertheless averages of the diflFer- 
ences in the two markets over long periods would be substantially the 
same. This argument, even if true, has no force whatever. It is 
small consolation to a merchant, who has been forced to sell out his 
hedge contract at a loss in November or December as a result of 
errors in diflFerences, to be told later in the year that the normal parity 
between the spot and contract prices has been restored, or the margin 
materially narrowed. The two disturbances in the parity in no way 
counterbalance. Instead, each is an injury in itself. In fact, the 
consequent irregularity in the movement of the margin between the 
spot and the contract price robs of>erators in futures of any proper 
basis for making their calculations. The theory of ''averages" in 
diflFerences is an extremely specious and misleading one when ap- 
plied in this connection. From the facts presented in the preceding 
chapter it should be sufficiently clear that what operators in the future 
market, and particularly what cotton merchants using the future mar- 
ket for hedging purposes need, is a system which will, as nearly as 
possible, preserve at all times the normal parity between the basis 
contract price and the spot price of middling cotton. 

In fact, any attempt to fix grade diflFerences ten months ahead, with 
the idea that these will faithfully reflect the commercial diflFerences in 
spot markets during that period, is farcical. Realizing this, those 
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who defend the periodic-difference principle have been forced to take 
the position that all errors in differences are of minor consequence, 
and that their effect will be corrected by fluctuations in the contract 
price. What this process of *' correction'' means, and its unfortu- 
nate results, should be clearly apparent from the evidence presented 
in this report. 

n. PABITT BETWEEN SPOT AND CONTBACT PBIOES BETTBB 
MAINTAINED TJNDEB COIOCEBCIAL DIFFEBENCE8. 

Section 6. Comparison of relative movements of spot and contract prices at 
Hew Orleans, 1880 to 1908. 

The periodic-difference system of the New York Cotton Exchange 
has therefore undoubtedly been a cause of frequent and sharp dis- 
turbances of the margin between the spot price of middling cotton 
and the price of future contracts for £he current or spot month. In 
New Orleans, on the other hand, where commercial differences are 
employed in settling deliveries on future contracts, such disturbances 
of the parity between the two prices have been less severe. This is 
established by a comparison of the changes in the margin between the 
spot and the contract prices in the two markets, respectively. The 
changes in this margin in the New York market were given in Table 9, 
on pages 150-153, and in tjie accompanying charts. In Table 13 be- 
low will be found a similar record for the New Orleans market. For 
the period from 1890 to 1908 the comparison is also shown graphic- 
ally by charts 9 and 10, opposite page 176. As in the case of figures 
for New York/ the spot price of middling is the mean of the highest 
and lowest quotations of each month. In the case of future quota^- 
tions for New Orleans, instead of the mean of the absolute highest 
and lowest prices of the spot month the mean between the average 
price for the highest day and the average price for the lowest day has 
been used, for the reason that the files of the New Orleans Cotton 
Exchange contain in compact form such record of average quota- 
tions dafly, but do not furnish a convenient record of the extreme 
high and low figures. This daily average is obtained by dividing the 
sum of ajl the prices for transactions each day in futures for the cur- 
rent delivery month by the number of such transactions; in other 
words, it is a simple average. The New York Cotton Exchange for- 
merly compiled such daily averages for transactions in futures, but 
discontinued this record many years ago; to have brought the record 
for New York down to date would have involved a vast amount of 
labor not required for the purposes of tliis discussion. By an ex- 
amination of the note at the end of tliis chapter it will be seen tliat 
the means of the figures obtained under the two different methods 
are properly comparable. 
3322^^-08 13 
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Table 13.— COMPARISON OF SPOT PRICE jOF MIDDLING COTTON WITH PRICE OF 
FUTURE CONTRACTS FOR THE SPOT MONTH, NEW ORLEANS COTTON EXCHANGE, 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY. 1880-1908.a 

[Cents per pound. A minus margin indicates a premiiun of the future price over the spot price.] 



Year aud month. 



1880-^1. 

ScptcmlKT 

October 

Novonil)cr 

Docomber 

January 

February 

March 

April 

May 

Juno 

July 

August. 

1881-82. 

September 

October 

November 

December 

January 

February' 

March 

April 

May 

Juno 

July 

August 

1882-8,i. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1883-84. 

SoptomlxT 

Octotjer 

NovcmlMT 

December 

January 

February 

March 

April 



Mean 
spot 
price. 



11.31 
11.13 
11.38 
11.56 
11.50 
11.25 
10.75 
ia44 

lasi 

10.63 
11.31 
11.63 

1L25 
11.13 
11.31 
ILSO 
11.50 
11.44 
11.75 
12.00 
12.06 
li2S 
12.60 
12.50 

11.04 j 

ia8i 
laoo j 

9.85 I 
9.72 ■ 
9.79 
a63 
9.63 

iai3 

9.97 
9.60 
9.69 

9.97 
10.44 
10. 16 
10.04 
ia38 
ia41 
10.79 
11.44 



Mean . 

future 

price for 

spot 
month. 



Margin. Yetir and month. { 



11. 13 
10.80 
11.32 
11.53 

11. 43 
11.00 
ia55 
ia43 

laio 

10.69 
11. 53 
12.13 

11.21 

11.05 

11.29 

11.63 

11.74 

11.47 

11.71 

11.98 

11.98 j 

12.11 I 

12.79 , 

12. 42 

I 
12.37 I 

la 63 I 

9.97 I 
9.88 ! 
9.81 , 

• 9. 83 ; 

9.72 
9. 62 

in.:i4 

10. 03 
9.77 
9.67 

0.88 

ia4o 
iai7 
laoo 

10.32 
10. 3,3 

10. 76 ! 
11.50 ♦ 



Mean 
spot 
price. 



Mean 

, future 

price for [Margin. 
; spot ' 

month. 



.06 I 
.03 ' 

■^ 

.16 
.20 

.01] 

.12 |: 

-.06 

-.22,, 

-.50 I 

.04 
.08 
.02 

-.13 'I 
—.24 ■ 

-. 03 ! 
.04 I 
.02 
.08 I 
.14 ' 

-.lo! 

.14 I 

-.43 

.18 

.03 

-.03 



188a-84-Con. 

May 

Juno 

July 

August 



1884-85. 

SeptomlH'r 

October 

Novcmlx»r 

December 

January 

February 

March 

April 

May 

Jim© 

July 

August 



1885-86. 

September 

October. 

November 

December. 

January 

February 

March 

April 

May. 

June 

July 

August 



Septeml>er 

OctoU^r 

November 

Decemljer 

_. OS Ij January 

.02 February 

!| March 

April 

May 

June 

July 

August 

1887-88. 

. 03 I September 

.06 I October 



-.04 
-.09 I 
.01 , 
-.21 
-.06! 



.04 
-.01 
.04 
.0(i 
.08 



11. 50 


11. 4() 


11.25 


' 11.36 


ia85 


ia67 


ia63 


ia58 



ia25 

9.09 
9.81 
10 28 
ia47 

laeo 
ia56 

10.38 
10.35 
10.19 
9.88 
9.63 

9.31 
9.19 
8.94 
8.75 
8.66 
8.44 

aso 

&81 

a 91 

a88 

9.10 
9.06 



iai5 

9.59 
9.78 
ia34 

ia59 

10. (i9 
10. 61 
10.48 

10.-22 
0.81 
0.49 

9.12 
9.12 

a82 
a 76 
asQ 
a 51 
a54 
a 75 
aa3 
a85 

9.15 
a 93 



I 



0.04 

-.11 

.18 

.05 

.10 

.10 

.03 

-.06 

-.12 

-.09 

-.05 

-.10 

-.08 

-.03 

.07 

.14 

.19 

.07 

.12 

-.01 

-.14 

-.07 

-.04 

.06 

.08 

.03 

-.05 

.13 



9. 13 


a 97 


.16 


a 91 


9.22 


-.31 


a63 


ass 


.08 


a 91 


a 91 


.00 


a 97 


9.06 


-.09 


9.00 


a98 


.02 


9.60 


a63 


-.03 


ia22 


ia-22 


.00 


laso 


ia49 


.01 


ia60 


lass 


.05 


9.97 


9.87 


.10 


9.35 


9.27 


.08 


a 97 


a8s 


.00 


a 94 


a82 


.12 



a See explanatory note at end of chapter (p. 180). 
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Table 13.— COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH PRICE OF 
FUTURE CONTRACTS ^OR THE SPOT MONTH, ;^EW ORLEANS COTTON EXCHANGE, 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY, 1880-1908— 
Continued. 
[Centff per pound. A minu» margin indicates a premium of the future price over the spot price.] 



Year aud month. 



Mean 
spot 
price. 



1887-88— Con, 

November 

December. 

January 

February 

March 

April 

May 

June 

July.: 

August 



September. 
October . . . . 
November. . 
December.. 
January. .. 
February.. 

March 

April 

May 

June 

July 

August 



188IMW. 

September 

October., 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1KX)-01. 
September. ,.i. 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



Mean 
future 
price for 

spot 
month. 



9.47 
9.79 
9.81 
9.85 
9.63 
9.44 
9.50 
9.56 
9194 
9.88 

9.81 ! 
9.50 
9.47 I 
9.44 I 
9.50 
9.63 I 
9.85 ' 
10.29 i 
10.69 j 
10.81 I 
10.94 I 
11.06 ! 

10.56 

9,75 

9.63 

9.66 
10.16 
10.53 I 
10.85 I- 
11.31 I 
11.72 ! 
11.66 I 
11.60 I 
11.06 I 

10.00 , 
9.88 { 
9.31 , 
8.97 I 
9.13 I 
8.91 1 
&69 i 
8.50 I 
8.35 I 
8.06 ! 
7.85 
7.81 I 



-a40 
a84 

9.79 
9.87 
91 54 
9.23 
9.43 
9.56 
9.94 
9.81 

9.49 
9.15 
9.28 
9.28 
9.39 
9.57 
9.77 
10.22 
10.65 
10.65 
10.73 
10.83 

10.34 
9.64 
9.54 
9.62 
10.19 
10. 53 
10.91 
11.38 
11.74 
11.62 
11.63 
11.31 

9.84 
9.75 
9.07 
8.(i6 
8.98 
8.(50 
8. 52 
S.d.'i 
8.09 
7.97 
7.48 
7.56 



Maigin. 



Year and month. 



Mean 

. spot 
price. 



1891-02. 

September 

October 

Noveml)er 

December 

January 

February 

March 

April 

May 

Juno 

July...., 

August 

1802-93. 

September 

October , 

November 

December. 

January 

February 

March 

April. 

May 

. 23 Juno 

I July 

22 j August 

.11 1803-94. 

.00 I Septehil)er 

.04 October 

-.03 , NovemVicr. 

. 00 I Deceml)er 

-.06 I' January 

-.07 I February 

-.02 ' March 

.04 : -\pril 

-.03 May 

-.2) Junp 

July 

^g August 

.13 ; 1804-9,». 

. 24 September 

. 31 , 1 October 

. 15 ' NovemlKT 

.31 : 1 December 

.17 . January 

.15 J Febniary 

March 

April 

May 



Mean 
future 
price for 

spot 
month. 



Margin. 



8.25 
8.16 
7.63 
7.25 
7.00 
6.69 
6.38 I 
6.69 I 
7.10 I 
7.31 
7.10 I 
7.06 I 

7.19 I 

7.63 ; 

8.79 ! 
9.50 
0.41 I 
9.03 I 
8.66 ■ 
7.81 
7.44 
7.60 j 
7.60 
7.22 I 



I 



.37 



.25 ,1 Juno. 



7.85 
7.88 I 
7.60 I 
7.3.5 ' 
7.53 I 
7.25 1 
7.22 
7.16 ' 
6.94 
7.0O j 
6.75 I 
6.53 ' 

6.10 ; 
5.47 ' 
5.19 i 
5. 19 
5.10 I 
5. 10 , 

6.06 I 
6.60 I 
6.81 I 



8.18 
7.05 
7.50 
7.10 
6.75 
6.48 
6.19 
6.36 
7.04 
7.22 
6.95 
6.85 

6.79 
7.62 

8.89 I 
9.22 ' 
9.42 I 

8.90 I 
8.60 ! 
7.60 j 
7.26 ' 
7.46 I 
7.55 



7.10 



7.54 
7.77 
7.50 i 
7.31 
7.47 I 
7.11 
7.10 ! 
7.12 I 
a 80 
6.95 I 
6. 75 I 
G.41 



I 



6.16 
5. 45 
4.90 
5.21 
5.12 
5.12 
5.60 
6.08 
6.43 
6.83 



0.07 
.21 
.13 
.15 
.25 
.21 
.19 
.33 
.06 
.09 
.15 
.21 

.40 

.01 

-.10 

.28 

-.01 

' .13 

.06 

.21 

.18 

.14 

.05 

.12 

.31 
.11 
.10 
.04 
.06 
.14 
.12 
.04 
.14 
.05 
.00 
.12 

-.06 

.02 

.29 

-.02 

-.02 

-.02 

-.13 

-.02 

.17 

-.02 
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Table 13.— COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH PRICE OP 
FUTURE CONTRACTS FOJl THE SPOT MONTH, NEW ORLEANS COTTON EXCHANGE. 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY, 1880-190B- 
Continued. 

[Cento p?r pound. A miniu margin Indicates a premium of the future price over the spot price.] 



Year and mouth. 



Moan 
spot 
price. 



1894-05— Con. 

July 

August 



September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 

189<H)7. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 



1807-08. 

September 

October 

November 

December. 

January 

February 

March 

April... 

May 

June 

July 

August 

1808-90. 

Septemlx^r 

October 

Noveml)pr 

December 

January 

February 



6.63 
7.13 

8.16 
8.75 
8.34 
7.07 
7.01 
7.75 
7.60 
7.60 
7.67 
7.10 
6.66 
7.41 



Moan 

future 

price for 

spot 
month. 



Margin. 



Year and month. 



t 



7.88 

7.37 j 
7.36 
7.04 ' 
(L04 I 
&94 
7.07 
7.25 . 

7.44 ; 

7.60 
7.72 ; 

7.38 I 

I 



&56 
&81 
5.38 
5.32 
520 
6i47 
5i60 
5.00 
588 
&00 
&76 
Sl54 

&13 
4.91 
4.91 
&13 
8l47 
&88 



I 



&64 I 
7.14 I 

8.03 I 
8w79 ' 
8.35 , 
7.93 . 

7.88* 

7.65' 
I 

7.37 1 



7.54 
7.01 
6.44 
7.32 



&47 
&84 
&34 
&30 
5.29 



T 



-0.01 

- .01 

.13 

- .04 

- .01 
.04 
.08 
.10 
.23 



.09 ! 
.22 
.09 ' 



7.81 


.07 


7.47 


- .10 


7.25 


.10 


6i91 


.13 


6l60 


.25 


a 70 


.24 


6L86 


.21 


&99 


.26 


7.32 


.12 


7.30 


.20 


7.60 


.03 


7.21 


.17 



5l62 


- .02 


&76 


- .06 


&88 


.00 


5.86 


.14 


&6e 


.06 


542 


.12 


&12 


.01 


4.85 


.06 


4.87 


.04 


5l03 


.10 


5 87 


- .40 


5.79 


.09 



1896-OO-Con. 

Maich 

April 

May 

June 

July 

August 



1800-1900. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 



1000-1901. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 



1901-2. 

September 

October 

November.... 

Deoejnber 

January 

February 

March 

April 

May 

June 

July 

August 



1902-3. 

September 

October 



I Mean 
Mean 1 future 
spot J price for MsijgiiL 
price. spot 
I month. 
I 



SlSS 


&81 


aor 


&fl0 


5l64 


.15 


&79 


&63 


.16 


&63 


5.76 


-.13 


5.72 


5i63 


.06 


&85 


5.62 


■ 23 



a 13 


5l76 


.3: 


a85 


a70 


.15 


7.16 


7.05 


.11 


7.35 


7.09 


.26 


7.50 


7.26 


.24 


8.44 






9l22 


ft23 


-.01 


9.32 






ft 16 


&.93 


.23 


ft 31 


&84 


.47 


iao6 


laio 


-.04 


ft 81 


ft 34 


.47 


10.25 


ft78 


.47 


ft 60 


ft 37 


.23 


ft 44 


ft 27 


.17 


ft53 


ft33 


.20 


ftSO 


ft44 


.06 


ft 10 


ft 17 


.02 


8.50 


8.42 


.08 


8.16 


7.98 


.18 


7.78 


7.65 


.13 


8.09 


'^^ 8.17 


-.06 


8.28 


8.24 


.04 


8.47 


8.30 


.17 


8.28 


7.80 


.48 


7.88 


7.76 


.12 


7.84 


7.34 


.00 


7.72 


7.75 


-.08 


7.88 


7.82 


.06 


8.00 


&06 


-.« 


8.44 


8.51 


-.07 


ft 16 


ft 17 


-.01 


ft 44 


ft 31 


.13 


ft 13 


ft22 


-.09 


8.84 


8.84 


.00 


8.47 


8.36 


.11 


8.41 


8.27 


.14 


&35i 


8.20 1 


.<6 
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Table 13.— COMPARISON OF SPOT PRICE OF MIDDLING COTTON WITH PRICE OF 
FUTURE CONTRACTS FOR THE SPOT MONTH, NEW ORLEANS COTTON EXCHANGE, 
BASED ON MEANS OF HIGHEST AND LOWEST QUOTATIONS MONTHLY. 1880-1M8- 
Continued. 

[Cents per pound. A minus margin indicates a premium of the fature'price over the spot price.] 



Year and month, 




Marg^in.'! Year and month. 



190&-6. 

September 

October. 

November.... 

December. 

January 

February 

March 

April 

May...^ 

June 

July 

August 



19(»-7. 

September 

October 

November 

December 

January 

February 

Maroh 

April 

May 

June 

July 

August 



1907-*. 

September 

October 

November 

December. 

January 

February 

March 



Mean 
spot 
price. 



I Moan 

I future 

! price for 

spot 

month. 



ia28 
10.22 
1L18 
11.75 
11.47 
10.72 
10.88 
n.28 
11.22 
10.97 
10.88 



9.01 j 

I 

9.26 , 
10.53 I 
10.51 

10. 75 I 
10.44 I 
10.58 L 
10.84 I 
10.94 1. 
12.00 

12.76 I 
12.88 
13.10 i 



12.53 ; 
ia97 I 
10.94 I 
11.51 I 
11.82 
11.63 I 
10.94 ' 



ia37 
10.00 
n.34 
11.72 
11.39 
10.37 
10.77 
11.02 
11.00 
10.70 
ia86 
9.82 

9.21 
10.50 
10.03 
10.35 
10.21 



Margin. 



ia29 



11.62 
12.82 
18.05 
12.88 

12.12 
10.50 
10.62 
11.22 
11.45 
11.37 
10.36 



1 



-o.oe 

.22 

- .16 
.03 
.06 
.36 
.11 
.26 
.13 
.27 
.02 
.00 

.05 

- .06 
.48 
.40 



.55 



.07 
.17 
.22 

.41 
.38 
.32 
.29 
.37 
.26 
.58 



Section 6. Comparison of margins in New Tork and New Orleans. 

A comparison of the margins given in this table with those shown in 
Table 9 for the New York market will show that the margin at New 
Orleans has been decidedly narrower than at New York, and that 
fluctuations in the New Orleans margin have been much less severe. 
Thus, whereas the New York margin has in many cases ranged from 
50 to 80 points or more, it will be seen that the margin at New 
Orleans has only rarely amounted to as much as 50 points. This 
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greater constancy of the New Orleans margin may more clearly be 
seen by comparison of charts 5 and 6 (opposite p. 154), which show the 
movements of the spot and future prices at New York, with charts 9 and 
10 (opposite this page), which show the movements of the two prices 
in the New Orleans market. For convenience the margins alone in the 
two markets, without the mean prices themselves, are repeated in 
chart 1 1 , opposite page 1 78. In this latter chart the broken Une shows 
the margin between the spot and the future price at New York, and 
the solid line the corresponding margin at New Orleans. Where the 
future price has been at a discount, as compared with the spot price, 
the curve is above the base hne; in those cases where the contract 
price has shown a premium ibove the spot price the curve runs 
below the base hne. 

From an examination of these various charts it will be seen whereas 
since 1897, as already shown, the margin in the New York market 
has fluctuated with great irregularity^ and severity, in New Orleans, 
on the other hand, such fluctuations, while at times important, have 
on the whole been much less pronounced. 

In August and September, 1900, the com ict price at New Orleans 
went to an unusual discount as compared with the price of spot mid- 
dUng, and in September of the following year there was also a rather 
marked disturbance of the margin. This, it will be recalled, is the 
beginning of the crop season, when, owing to the practical exhaXistion 
of stocks, transactions are often in small lots of cotton, and also Urn- 
lied in the aggregate. At such times, as already noted, it is more 
difficult to quote the spot market with precision than when there is 
active competition in buying and selhng. Again, in the ci. p year 
1906-7 there was a sharp widening of the margin between the con- 
tract price and the spot price in the New Orleans market, the dis- 
count becoming particularly wide in March, 1907, when it exceeded 
50 points, and again in September, 1907, when it exceeded 40 points. 
This increase in the discount, however, was but small as compared 
with the corresponding disturbance in the margin at New York. 

In the early part of 1908 still another disturbance of the margin 
between the spot and the contract price occurred in the New Orleans 
market. Whereas during January, 1908, the margin ranged in a 
general way from 25 to 40 points, by the 13th of February it had 
increased to 63 points and by the 28th of February to 79 points. 
During the greater part of March the margin was unusually wide, at 
times exceeding 60 points, while toward the end of April it exceeded 
100 points. Indeed, it has seldom happened that the mai^n in New 
Orleans has been as wide as at this time. These recent disturbance's 
of the margin in the New Orleans market are fully discussed elsewhere.* 

oSoe page 309; also Table 7, page 130. 
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It will be seen that the margin in New York is almost constantly 
some vrhat greater than that at New Orleans. This may be due in 
part to the fact that deliveries of cotton on futm'e contracts at New 
York usually include a wider assortment of grades than similar de- 
liveries at New Orleans, so that the margin between the spot and 
the contract price due to the cost of assorting such mixed deliveries 
would be somewhat greater in the New York market. Any such 
natural excess, as it may be called, in the normal margin at New 
York over that at New Orleans would, however, be comparatively 
unimportant, probably not over 10 or 15 points. A margin of 25 
points may, therefore, with fairness be used as a rough guide for 
comparing the degree of irregularity in the margin between the spot 
and contract prices in the two markets. Examination of Tables 9 and 
13 shows that the number of instances where this 25-point margin has 
been exceeded has been vastly greater in the case of New York than 
in the case of New Orleans. This is clearly brought out in the fol- 
lowing summary, showing the number of months in which the dis- 
coimt in the contract price has exceeded 25 points in the two markets 
during a period of twenty-seven years: ** 

NUMBER OF MONTHS IN WHICH DISCOUNT IN CONTRACT PRICE EXCEEDED 

25 POINTS. 



Period. 



September. 18S0, to September, 1888 (96 months) . . 
September, 1888, to September, 1897 (108 months) . 
September, 1897, to September, 1907 (120 months) . 



I 

1 13 

12 I 58 

18 93 



It may be noted that the number of montlis in which a 25-point 
margin was exceeded in New York increased from 13 during the period 
from September, 1880, to September, 1888, to 58 during the period from 
September, 1888, to September, 1897, and to 93 during the period 
from September, 1897, to' September, 1907. In the earlier period, it 
will be recalled, the New York Cotton Exchange employed what was 
practically the commercial-difference system, while in the second 
period its revision committee was required to meet nine times a year; 
since 1897, as already pointed out, there have been but two meetings 
of the revision committee yearly. There has, therefore, been an 

« The comparison given here is by crop years, for convenience. The change from 
weekly to monthly meetings (in the active season) of the revision committee of the 
New York Cotton Exchange was made in May, 1888, instead of at the beginning of 
the crop year; and the change from monthly meetings to the present system of only 
two meetings a year was made in October, 1897, instead of at the beginning of the crop 
year. These chang(« became practically effective at about the beginning of crop 
years. 
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increasing tendency on the part of the contract price at New York to 
go to' an abnormal discount in proportion as the number of revisions 
of grade differences yearly has been restricted. At the same time 
it is true that the number of months in which the normal margin has 
been exceeded in New Orleans has also increased. A part of the 
increase is probably due to the more excited speculation of recent 
years. Aside from any increased irregularity in the New York 
market itself in recent years as compared with earlier periods, how- 
ever, it is clear from the above comparison that an abnormal discount 
in the contract price has been a far more frequent occurrence at New 
York than at New Orleans. 

Even allowing for the fact that the use of a 25-point margin as a 
normal for both markets is possibly open to objection because certain 
conditions in the New York market tend to justify a somewhat larger 
margin at New York than at New Orleans, it will be found that dis- 
turbances in the New York margin still have been much more pro- 
nounced than those in the New Orleans market. Thus from 1897 
to 1907 the number of months in which the New York margin has 
exceeded 50 points is not only very much greater than in the case of 
New Orleans, but much gr^at^r than the number of months in which 
the New Orleans margin has exceeded 25 points. This is brought out 
by the following comparisons: 

NUMBER OF MONTHS IN WIIICII DISCOUNT IN CONTRACT PRICE EXCEEDED 25 

POINTS AND 60 POINTS. 



Period. 



Exceeded 50 points. 


Exceeded 
25 points. 


New York. 


New Or- 
leans. 


New Or- 
leans. 




7 

35 




3 


1 

12 
18 



September, 1880, to September, 1888 (90 months) . 
September, 1888, to September, 1897 (108 months) 
September, 1897, to September, 1907 (120 months) 



Any addition which should be made to the allowance for the nor- 
mal margin in New York as compared with New Orleans would be 
much less than 25 points; consequently this comparison of the 
number of months in which the margin at New York has exceeded 
50 points with the number in which the margin in New Orleans has 
exceeded 25 points is unnecessarily liberal to the New York market. 

The more nearly constant margin between the spot and the con- 
tract ^rice maintained on the New Orleans Cotton Exchange is 
especially important to cotton merchants using the future market 
for hedging purpc^ses. When it is remembered that any continued 
disturbance in the normal parity between the spot and the contract 
price necessarily afTects liedging operations, causing injury either to 
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the buyer or to the seller, it will at once be apparent that the New 
Orleans market has offered a safer hedge, particularly for buyers, than 
the New York market. This superiority of the New Orleans mar- 
ket may, of course, be offset in a greater or less degree by advan- 
tages which the New York market may have over New Orleans 
either in the way of greater breadth of trading, superior banking 
accommodations, or other facilities. It is also to^ be noted that the 
seller of a contract in the New Orleans market is more restricted 
as to the range of grades which he can tender than he is in New York. 
On the other hand, the wide range of grades deliverable until 
recently in the New York market, as will be shown in a later part 
of this report, has' been an esi>ecial source of complaint brought 
against the New York contract. 

Disturbances of margin unnecessarilt frequent in New 
Orleans. — From this comparison there can be no possible question 
that the disturbances in the margin in the New York market have 
been much more severe than in New Orleans. At the same time, 
however, disturbances of' the margin in the New Orleans market 
have been more frequent than they should be under a faithful appli- 
cation of the principles of the commercial-difference system. In 
particular, the charts already referred to show rather numerous 
instances where the contract price at New Orleans has risen above 
the spot price of middling. This is an abnormal situation, and, as 
previously explained, is usually indicative of manipulation of the 
future market. This occasional tendency of the contract price in 
New Orleans temporarily to rise above the spot price has been argued 
by some as indicating a disposition on the part of spot-quotation com- 
mittees to quote prices which undervalued other grades of cotton 
relatively to middling, or a similar disposition on the part of arbi- 
trators who^ as explained in Chapter II, have considerable latitude 
in adjusting differences which apply on contract deliveries in that 
market. If differences are made too narrow on all high grades or too 
wide on low grades, the tendency of buyers might be temporarUy to 
advance the contract price, provided both errors occurred at the 
same time. While this has perhaps been the case at times, the 
instances where the New Orleans contract price has gone above the 
price of spot middling probably have been (kie more frequently to local 
manipulation ; that is, a scjueeze or a corner in the future market. 
While such manipulation may be altogether objectionable, it should 
not be charged against the commercial-difference system, since it 
is usually due to other causes. It is reasonably certain that the 
increased frecjuency with which the contract price has advanced 
above the spot price in New Orleans as cx)mpared with New 
York is largely due to the fact that the volume of future transac 
tions in New Orleans is considerably less than that at New York, 
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thus making it easier for a few operators of large resources to manipu- 
late the New Orleans future market. 

In this connection it should be repeated that, owing to the great 
sensitiveness of the future market and the rapidity of its fluctua- 
tions, there will under any system be- some disturbance of the nor- 
mal parity between the spot and the contract price. An abso- 
lutely uniform parity can not be hoped for. As shown later in this 
report, it is probable that the number and violence of disturbances 
of this parity in the New Orleans market can be materially reduced 
under a more careful application of the principles of the commercial- 
difference system. On the other hand, that system in principle 
undoubtedly tends to preserve a constant parity. Furthermore, as 
conclusively demonstrated in this chapter, that system has, despite 
imperfections in its operation, actually maintained a more nearly 
constant parity than has occurred in the New York market under the 
periodic-difference system. 

Explanatory note concerning data used in comparibc^s of margins. — It 
might steem that instead of using the means of extreme monthly quotations, as has 
been done in the foregoing comparisons, average monthly figures should be employed. 
It should, therefore, be stated that these mean quotations were adopted by the Bureau 
only after extensive comparison of such means with simple average figures. While 
the Ne^ Orleans Cotton Exchange publishes daily in its official circular a simple 
average of future transactions for each future month, the New York Cotton Exchange 
discontinued the publication of such averages many years ago. To have compiled 
average figures for the New York Cotton Exchange for the entire period from the data 
available *would have involved not only a vast amount of time but considerable expense 
and with no corresponding advantage. Such averages were compiled for a sufficient 
period to establsh beyond reasonable question the propriety of using mean quotations. 

In the case of spot quotations, it was found that the mean of the highest and lowest 
prices for any given month almost invariably showed no material difference from a 
simple average of all those prices. Thus the mean quotations of spot prices were, for 
all practical purposes, as satisfactory as averages for those prices. In the case of future 
prices disparities between average figures and means of extreme figures were more fre- 
quent and more marked. Nevertheless, such disparities do not discredit the mean 
figures. This is shown by the following table. In this table the first column shows 
the average spot price for the month, being a simple average of the daily quotations 
above described; the second column shows a simple average of daily average future 
prices, and the third column the margin between these averages. This margin is then 
compared with the margin obtained by the use of mean figures, as given in Table 13. 
It will be recalled that in making up this mean margin the mean spot price is 
obtained by taking the absolutely highest and lowest quotations occurring during the 
month, while the mean of average fifture prices is ol)tained by taking the day in which 
the average future price was the highest and the day in which it was the lowest. As 
shown below, the mean future price obtained on this basis is substantially the same 
as the mean obtained by taking the absolutely highest and lowest quotations. The 
difference between the margins olitained by these two different methods is also shown 
in the table. This table, it may be noted, covers a period when speculation was 
active and fluctuations were often wide. 
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Table 14.— COMPARISON OF MARGINS BETWEEN SPOT AND FUTURE PRICES AT 
NEW ORLEANS OBTAINED BY USE OF MEANS OF EXTREME DAILY AVERAGE 
QUOTATIONS OF EACH MONTH WITH MARGINS OBTAINED BY USE OF AVERAGES, 
SEPTEMBER, 1900. TO AUGUST, 1907. 

[Cent« per pound. A minus margin indicates a premium of the future price over the spot price.] 



Year and 
month. 



' I 1 Mar- 

Iginob- 
Aver- Aver- Itained 

age age i Mar- by use 
spot ' future ' gin. i of 
price, price. ' mean 

flg- 
I I I ^^'^■ 



1900-1901. 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 1 

Mar. I 

Apr. I 

May 

June 

July 

Aug 

1901-2. 

Sept 

Oct 

Nov 

Dec 

Jan , 

Feb 

Mar. 

Apr 

May 

June 

July 

Aug 

1902-3. 

Sept 

Oct..,.. 

Nov 

Dec 

Jan 

Feb 

Mar 

Apr 

May 

June 

July 

Aug 

1903-4. 
.Sept.... 

Oct 

Nov.... 

Dec 

Jan 

Feb 



10.31 

9.56 : 

9.48 
9.50 
9.52 
9.20 
8.46 
8.15 
7.60 
8.06 
8.33 
8.31 

8.17 
7.99 
7.32 
7.94 
7.88 
8.08 
8.53 
9.13 
9.35 
9.15 
8.94 
8.42 

8.42 
8.22 
'7.83 
&13 
&66 
9.37 
a 73 
10.05 
11.15 
12L72 

laoi 

12.69 

ia72 
9.66 I 
ia70 
12.53 
14.00 
14.31 



10.06 


0.25 


9.34 


.22 


9.14 


.34 ' 


9.39 


.11 


9.44 


.08 


9.17 


.03 


8.40 


.06 


7.97 


.18 


7.59 


.10 


8.11 


-.05 


8.21 


.12 


8.05 


.26 



7.84 
7.82 
7.30 



.17 

.02 ' 



0.47 
.23 
.17 
.20 
.06 
.02 
.06 
.18 
.13 
- .08 
.04 
.17 

.48 
.12 
.00 i 



DilTer- 
ence 
be- 
tween 
mar- 
gins. 



-0.22 

- .01 
.17 

- .09 
.02 
.01 

- .02 
.00 

- .03 
.03 
.08 
.09 

- .15 

.05 'I 
.02 j 



Year and 
month. 



7.96 


- 02 


- .03 


, .01 


7.84 


.04 


.06 


- .02 


a 12 


- .04 


- .06 


.02 


8.54 


- .01 


- .07 


.06 


9.04 


.09 


- .01 


.10 


9.29 


• .06 


.13 


- .07 


9.22 


- .07 


- .09 


.02 


8.93 


.01 


.00 


.01 


8.31 


.11 

f 


.11 


.00 


&30 


.12 


.14 


- .02 


&17 


.05 


.05 


.00 


7.76 


.07 


.00 


.07 


&07 


.ai 


.08 


- .02 


&62 


.04 


.02 


.02 


9.72 


.01 


.03 


- .02 


9.09 


.36 


.28 


.08 


11.09 


.06 


- .19 


.25 


12.13 


.50 


.53 


.06 


ia2i 


- .20 


.03 


- .17 


12.97 


- .28 


.11 


- .39 



1903-4. 

Mar 

Apr 

May 

June I 

July I 

Aug I 

1904-5. I 

Sept i 

Oct j 

Nov I 

Dec I 

Jan I 

Feb 

Mar I 

Apr ' 

May 

June 

July.... 
Aug 



ia48 
a48 
10.71 
12.54 
14.02 
14 61 



.24 

.18 

- .01 

- .01 

i .04 

- 30 

I 



.55 I 

.19 

.01 

.19 

.2.'i 

.41 



- .31 

- .01 

- .02 

.18 

- .19 
-a. 71 



1905-6. 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 

Mar... . 

Apr 

May 

June 

July 

Aug 



1906-7. 

Sopt 

Oct 

Nov 

Dw 

Jan 

Feb 

Mar 

Apr 

May 

June 

July 

Aug 



Aver- 
age 
spot 

price. 


Aver- 
^age 
future 
price. 


Mai^ 

gin. 


Mar- 
gin ob- 
tained 
by use 

of 
mean 

fig- 
ures. 


Differ 
ence 
be- 
tween 
mar- 
gins. 


15.09 ! 


15.02 


0.07 


0.22 


-0.15 


14.44 


14 66 


- .22 


- .07 


- .15 


13.40 


ia26 


.14 


.09 


.05 


11.38 


11.41 


- .03 


.12 


- .15 


10.85 


ia75 


.10 


.12 


-.02 


laso 


10.50 


.09 


- .08 


.17 


iar>3 


10.45 


.08 


.15 


- .07 


9.80 


9.72 


.08 


.11 


- .03 


9.51 


9.48 


.03 


-.13 


.16 


7.44 


7.50 


- .06 


- .10 


.04 


6.83 


6.69 


.14 


.09 


.05 


7.47 


7.34 


.13 


.03 


.10 


7.4') 


7.43 


.02 


.02 


.00 


7.39 


7.15 


.24 


.19 


.05 


7.92 


7.81 


.11 


.11 


.00 


8.85 


8.71 


.14 


.37 


- .23 


10. 01 


10.70 


- .09 


.m 


- .14 


10.49 


10.48 


.01 


- .07 


.Ob 


10.26 


10.37 


- .11 


-.» 


- .02 


10. 15 


10.01 


.14 


.22 


- .08 


11.29 


11.34 


- 05 


- .16 


.11 


11.88 


11.81 


.07 


.03 


.04 


11.56 


11.48 


.08 


.08 


.00 


10.67 


10.37 


.30 


.35 


- .05 


10.85 


10.73 


.12 


.11 


.01 


11.28 


11.01 


.27 


, .26 


.01 


11.32 


11.21 


.11 


.13 


1- .02 


11.00 


10. fo 


.30 


.27 


.03 


10. «i 


10.99 


- .03 


.02 


- .05 


9.tK) 


g-x.") 


.14 


.09 


.05 


9.24 


9.20 


.04 


1 .a, 


l-.oi 


10.73 


10. 75 


~ .02 


'- .06 


.04 


10. 3() 


9. 70 


.57 


.48 


.09 


10.48 


10.21 


.27 


.40 


- .13 


10. 4'> 


10. 21 


.24 


.23 


i .01 


10.48 










10. Ki 


10.31 


..52 


.55 


I-.03 


10. 7(1 










11.88 


IL.W 


.38 


.38 


.00 


12. 82 


12. S2 


.00 


- .07 


' 07 


12.S«J 


13. 01 


- .15 


- .17 


.02 


13. l(i 


12. H2 


.34 


.22 


.12 



I, 



a Thi.s wH.s in tho hef^ht of the Snlly caiiiprtign. 
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^ From this t>able it will be seen that the difference })etween results obtained by using 
means of extreme quotations an<i those obtained by using average figures has in a great 
many cases been not more than ^ points. 

Nevertheless, it is true that the mean figiues thus used at times show considerable 
divergence from a simple monthly average of daily averages. On the other hand, thia 
divergence was not exclusively in one direction, but the simple averages, # while at 
times showing a somewhat narrower margin between the two prices than the mean 
quotations, at other times iiidicate a wider margin. Moreover, even though the com- 
parison on the ))a8iH adopted may at times indicate a disturbance in the normal parity 
which woul4 not be shown by average figures, it is certain from the tests made that 
such instances could at best be responsible for only a very modest percental of the 
disturbances in the parity shown. Furthermore, it should be^)orne in mind that sub- 
stantially the same basis of comparison is used in the case of both markets, so (hat the 
results shown should be fairly comparable. The table above given goes far to meet 
any objections which might be raised against the use of mean instead of simple average 
figures. Still more exhaustive tests were, however, made by the Bureau before finally 
employing the data actually used. 

As between the means of extreme future prices, monthly, and the means between 
the average for the highest day and the average for the lowest day of the month, 
there was practically no material difference whatever. The close correspondence of 
these two sets of mean figures in the case of the New Orleans market will be clear 
from the following table: / 

Table 16.— COMPARISON OF MEANS OF EXTREME HIGH AND LOW QUOTATIONS OF 
FUTURES FOR EACH MONTH WITH MEANS OF HIGHEST AND LOWEST OF DAILY 
AVERAGES FOR EACH MONTH, NEW ORLEANS, CROP YEARS 1900-1901 AND 190S^ 

[Cents per pound.) 



Year And month. 



190Q-1901. 



Range of prices. 
High. Low. I Mean. 



Range of daily averages. 



High. Low. ' Mean. 



I 



September. , 

Octol)er 

Novemlior. 
Dooem>)er . . 
Janiiary . . . 
February a . 

March 

AprlU 

May 

Junon 

July.... 
August 



10.80 
10.15 
9.83 
9.68 i 
I). 62 I 
9.18 
8.97 
8.09 
7.89 
8.32 
8.40 
9.06 



l<K>5-<i. 

SeptemlH-rft 10.(58 ' 

Octol)or 10. 56 

Novemlx'rh a 11.. W 

DtxM'mlxT I 12. no 

January 11.78 ; 

Febmary fc 10..44 

March H. 20 

April'* 11.05 

Mflv 11. 41 

Junr'' 10.80 

July 11.30 

August 10. 4r) 



8.80 I 
8.60 
8.71 
8.95 ' 
9.25 
9.15 
7.86 
7.89 I 
7.37 I 
8.01 ' 
8,08 ' 
7.60 

10.09 
9.46 
11.17 
11/21 
11.05 
10.30 
10. STy 
10.98 
10.80 
10.64 
10.40 
9.14 



9.80 
9.38 
9.27 
9.32 
9.44 
9.17 
8.42 
7.99 
7.63 
8.17 
8.24 
8.33 

10. :« 
10. 01 
11.34 
11.86 
11.42 
10. 37 
10.78 
11.02 
11.11 
10.72 
10.85 
9.80 



10.73 
10.07 
9.83 
9.66 
9.59 
9.18 
8.93 
8.07 
7.87 
8.32 
a39 
8.96 

10.64 
10.47 
11.50 
12. 16 
U.73 
10.44 
1L16 
11.05 
n.37 
10.76 
11.27 
10.44 



8.82 
8.66 
8.71 
9.00 
9.28 
9.15 
7.90 
.7.89 
7.43 
8.01 
&09 
7.63 

10.10 
9.52 

n.i7 

U.28 
11.05 
ia3D 
10.37 
10.98 
ia80 
ia64 

ia45 

9.20 



9.78 
9.37 
9.27 
9.33 
9.44 
9.17 
8.42 
7,96 
7.65 
8.17 
&24 

aao 
ia37 

10.00 
H.34 
11.72 
11.39 
ia37 
ia77 
ILQS 
11.09 
laTO 

ia86 
a83 



a T]i«»re w«'ri' very fi'w quotations in Fpbniary. .\prll, and June. 

bThor*' wtTc viTy ft'w quotations in Septeml>»r, Novemlier, February, April, and June. 
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Even H ave.rage figuri« were employed, however, it might seem tliat a month is 
too long a period of time to be used as the unit in such comparisons. It is, of course, 
obvious that monthly mean figures, or monthly averages, will not show the range of 
fluctuation in the margin diuing any given month. Such fluctuations may be severe. 
For example, in the month of September, 1903, when the margin at New York, as 
shown by the mean figures used in Table 9, was only 24 points, or almost exactly 
the normal, the daily range of the margin (based on the daily quotations of spot cotton 
and the daily closing bids of futures for the spot month) extended from a discount 
of no less than 157 points to a premium of 45 points. In other words, the extreme 
range, based on daily comparisons, was over 200 points — a very wide range. This 
instance, however, is an extreme one, for the reason that in September, 1903, an 
extremely severe comer run in New York by a pool of New Orleans operators was still 
exerting a marked influence. Furthermore, the crop of 1903-4 was abnormally high 
in grade, so that the arbitrary differences of the New York Cotton Exchange were more 
likely to be out of line with the commercial differences in southern spot markets. 
The unusual fluctuation in the margin in September, 1903, however, was undoubtedly 
due to the comer rather than to the differences; and in this connection it should be 
borne in mind that the irregularity in the margin throughout this entire period is not 
wholly due to the influence of grade differences. Despite the fact that this irregular 
margin during the month of September, 1903, is not representative, it shows clearly 
that the irregularity in the margin is much greater than that indicated by the use of 
monthly figures, whether averages or means. 

It would, however, be impracticable and misleading to present a record of such 
daily fluctuations in the margin, since these are, to a considerable extent, influenced 
by cross currents of speculation and not merely by the grade differences. Fluctua- 
tions in the margin, even though violent, are- not, if confined to a peri(Kl of only a few 
days, a fair basis for judging the influence of grade differences; instead it is fair to trace 
the average or mean discount in the contract price as compared with the spot price of 
middling over a longer period of time, and a month is a satisfactory unit. 

It is certain that a comparison of margins based on a shorter unit of time than a month 
would be even more unfavorable to the periodic-difference system than those presented 
in this chapter. This may be seen by a comparison of the margins obtained by the 
use of monthly mean figures at New York, as shown in Table 9, for the period from 
September, 1905, to March, 1908, with the weekly mai^nn shown for the same period 
in Table 6, page 125. For example, against a mean monthly margin in September, 

1906, of 105 points the table of weekly margins shows a range of from 70 points to 120 
points. Again, in January, 1907. when the margin obtained by the use of mean figures 
was 146 points, the weekly figures show a range of from 120 to 168 points. In the New 
Orleans market, on the other hand , the discrepancy l)etween the margin obtained by the ' 
use of mean figures for a month and the margin shown by weekly comparisons L^^very. 
muclvless marked. Thus in Septeml)er, 1906, the margin shown by the mean figures for 
the month in the New Orleans market was only 5 points. The range shown by the weekly 
margins was from a discoimt of 7 points to a premium of 15 points, or an extreme range 
of 22 points, as against a range of 50 points in the New York market. In January, 

1907, the mean margin wa« 23 points and the weekly range only from 11 to 26 points, 
this showing a very marked degree of constancy. In some months, it is true, the 
weekly range shows somewhat greater change than in the c^ase of New York, but this is 
unusual. The greater steadiness of the New Orleans margin, as indicated by weekly 
comparisons, as well as by the use of monthly mean figures, may be clearly seen by 
comparing the margin curve at the base of chart 1 for the New York market for the 
crop years 1905 to 1907 with the corresponding margin curve at the base of chart 4, 
opposite page 132, for the New Orleans market during this period. 

It should be appal'ent, therefore, that the basis of tlie coni])aris()ns use<i in this 
chapter is a fair one, and in any event does not exaggerate the extent of disturbances 
in the margin between the spot and the contract prices in the New York market. 
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Tables Sipplementary to Chapter IV. 

Table 16. -CHANGES IN DIFFERENCES **ON" AND 'OFF" MIDDLING, FOR GRADES 
TENDERABLE ON CONTRACT AT NEW YORK, OCTOBER 9, 1889, TO NOVEMBER 19, 
1907.a 

[Cents per pound.] 



Ortidc. 



' Oct. Apr. ; Nov. 

9, ' 9, 12. 
1889. 1890. ' 1890. 



Fair on.. 1.38 

Barely fair on . .' l. 26 

Strict middling fair on. . 1. 13 

Fully middling fair on.. l.OO 

Middling fair on . . .88 

Barely middling fair. . .1 on. . . (Mi 

Strict good middling on. . .44 

Fully good middling on . . .34 

Good middling on.. .25 

Barely good middling on . . .19 

Strict middling on. . .13 

Fully middling on. . . 0<) 

Middling busi.s 

Barely middling. . : off. . .09 

Strict low middling off . . .19 

Fully low middling off.. .34 

Low middling oft.. .50 

Barely low middling off..i .75 

Strict good ordinary . . . •: off . . 1. 00 

Fully good ordinary off . . 1. 22 

Good ordinary off. . 1, 44 

Barely good ordinary off . . 1. 88 

Strict ordinary off. . 2. 31 

Good middling tinged hasis 

Tingedft off.. .13 

Strict middling stained off . . .25 

Fully middling stained off . . j .38 

Middling stained off . .| .50 

Barely middling stained off . . .70 

Strict low middling stained . . off . . • . 91 

Fully low middling stained . .off. . 1. 11 

Low middling stained off. . 1. 31 

Barely low middling stained .off . . | 1. 78 

Strict good ordinary stalled. off . . 2. 25 



1.38 
1.26 
1.13 
1.00 
.88 
.66 
.44 
.34 
.25 
.19 
.13 
.06 



Lr)3 
1.50 
1.38 
1.25 
1.13 
.88 
.63 
.50 
x38 
.28 
.19 
.09 



.00 
.19 
.31 
.44 
.06 
.88 
1.09 
1.31 
L75 
2.19 



.13 
.25 
.38 
.50 
.70 
.91 
1.11 

1. 31 
1.78 

2. 25 



.13 
.25 
.41 
.56 
.75 
.94 
1.13 
1.31 
1.75 
2.19 



Jan. Apr. , Sept. Oct. 
14, 9, 10. 15. 
1891. 1891. 1891. 1891. 



L 



Z13 
2.00 
1.88 
1.75 , 
1.63 ; 
1. 25 I 



.50 
.38 
.25 
.13 



2.50 
2.38 
2.25 
2.13 
2.00 
1.56 
1.13 
.04 
.75 
.56 
.38 
.19 



1.88 I 
1.78 
1.69 1 
1.50 

1.50 ; 

1.19 I 



.50 
.38 , 
.25 ; 
.13 1 



Nov. Dec. Sept. Nov. 

9. 11, 9, 18, 
1892. 1896. 1897. 1897. 



1.50 
L41 
1.31 
1.22 
1.13 
.84 
.56 
,44' 
.31 
.23 
.16 , 



1.25 
L16 
1.06 
.97 I 
.88 
.60 
.50 
.41 ' 
.31 
.23 
.16 
.08 ' 



1.25 
1.16 
1.06 
.97 
.88 ' 
.(» 
.50 
.41 
.31 , 
.23 
.16 
.08 



1.00 
.92 

.84 



.53 
.38 
.31 
.25 
.19 
.13 
.06 



1.00 
.92 
.84 
.77 
.69 
.53 
.38 
.31 
.25 
.19 
.13 
.06 



.19 
.38 
.5<5 
.76 
.94 
1.13 
1.31 
1.75 
2.19 



.14 
.28 
.42 
.66 
.77 
.97 
1.17 
l.liH 
1.81 
2.25 



.14 
.28 
.42 
.66 
.77 
.97 
1.17 
1.38 
1.81 
2.25 



.09 I 
.19 
.38j 
.56 ' 
.75 
.94 
1.13 
1.31 
1.75 
2.19 



.09 
.19 
.38 
.56 
.76 
.94 
1.13 
1.31 
1.75 
2.19 



.09' 

.19 

.31 

.44; 

.«3! 
.811 
.97 I 
1.13 
1.56 
2.00 



.09 

.19 

.31 

.44 

.63 

.81 > 

.97 
1.13 
1.56 



.19 
.28 
.38 
.53 
.69 
.84 
1.00 
1.50 



2. 00 I 2. 00 



.09 
.19 
.31 
.44 
.63 
.81 
.97 
1.13 
1.66 
2.00 



.19 
.31 
.44 

.66 
.88 
L06 
1.25 
1.63 
2.00 



.14 

.28 
.42 
.66 



1.17 
1.38 
1.81 
2.26 



.14 

.28 

.42 

.56 

.77 

.97 
1.17 . 
1.38 
1.81 
2.25 



.11 
.22 
.33 
.44 

.67 
.91 
1.14 

i.:» 

1.81 
•2.25 



.11 
.22 
.33 
.44 I 

.67 I 
.91 '' 
1.14 
1.38 
1.81 
2.25 



.11 
.22 
.30 
.38 ' 
.58 ' 
.78 
L02 
1.25 
L75 
2.25 ' 



r 



.11 
.22 
.33 
.44 

.66 



1.13 
1^38 
L81 
2.25 



.11 
.22 
.33 
.44 
.78 
1.13 
1.38 
L63 
1.94 
2.25 



a No changes in differences from Noveml)er 9, 1892, to December 11. 1895: from November 18, 1903, to 
November 21, 1906; or since September.il, 1907. 

'> Prior to January. 1900, all tinged cotton deliverable on contract was included in the general desig- 
nation " tinged." Beginning with January, 1900, the general class of " tinned " cotton waa subdivided 
to agree with the corresponding white grades. 
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tabITe 16.— Changes in differencks "on" and 'off" middling, foh grades 
tenderable on contract at new york, october 9, 1889, to november 19,. 

1907 »— Continued. 

[Cents per pound.] 



Grade. 



'Sept. Nov. Sept. Nov. Jan. Nov. I Nov, Nov. Nov. Nov. 
1 15, 17, 14, 15. 17, 21, I 21, ; 19, 18. 21, 
1898. 1898. 1899. 1899. 1900. 1900. 1901. ! 1902. 1903. 1906. 



Sept. 

11, 

1907. 



Fair on . 

Baitpiy fair on. 

Strict middling lair on. 

Fully middling fair on. 

Middling fair on. 

.on. 

.on. 

.on. 

.on. 

.on. 

.on. 




Barely middling fair. . 
Strict good middling. 
Fully good middling. . 

Good middling 

Barely good middling 

Strict middling 

Fully middling on 

Middling basis 

Barely middling off. . 

Strict low middling off. . 

Fully low middling off. . 

Ijovf middling off. . 

Barely low middling off. . 

Strict good ordinary off. . 

Fully good ordinary off. . 

Good ordinary off.. 

Barely good ordinary off. . 

Strict ordinary off. . 

Strict good middling tinged, .on 
Fully good middling tinged, .on 
Good middling tinged . . . .basis 
Barely good middling tinged, off. 

Strict middling tinged? off. 

FuUy middling tinged off 

Middling tinged off 

Barely middling tinged off 

Strict low middling tingt>d. . .off 

Low middling tinged off 

Strict good ordinary tinged, .off 

Tinged^ off. 

Strict middling stained off. 

Fully middling stained off. 

Middling stained off. 

Barely middling stained off. 

Strict low middling stained .off. 
Fully low middling stained, .off. 

Low middling stained off. 

Barely low middling stained . off . 
Strict good ordinary stained. off . 



o No changes in differences from November 9, 1892, to Dejem»)or 11, 1895; from November 18. VMi, to 
November 21, 1906; or since September 11, 1907. 

* Prior to January, 1900, all tinged cotton deliverable on contract wa.s included in the general desig- 
nation " tinged." Bcginning.with Jamiary, 1900, the general class of " tinged " cotton was sul)divided 
to agree with the corresponding white grades. 
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COTTON EXCHANGES — GBADE DIFFERENCES. 



Table 17.— DIFFERENCES "OFF" FOR GOOD ORDINARY AND LOWMIDDLING AND DIF- 
FERENCES "ON" FOR GOOD MIDDLING IN THE NEW ORLEANS MARKET ON TUE 
FIRST BUSINESS DAY OF EACH MONTH, SEPTEMBER, 1890, TO AUGUST, lOOO-Contd. 



Year and month. 



Spot price mid- 
dling. 



Differences. 



1897-98. 



September. 

October 

November. 
December . . 
January... 
February.. 

March 

April 

May 

June 

July 

August 






Septomlx?r. . 

October 

Noveraljer, 
December . . 

January 

February... 

March 

April 

May 

June 

July 

August 



1899-1900. 



September. 

October 

November . 
December.. 

January 

February.. 

March 

.Vprll 

May 

June 

July 

August 



Price. 



Decimal 
equiva- 
lent. 



Cents. 

7,^ 

6 

5i 

5i 

51 

5i 

5H 

5| 

5i 



51 

m 

5 

5A 

51 

6 I 
5i I 

5nl 

5i I 
5| I 



5U 

f>i 

7i 

7i'« 

7i 

9 

9i 

9i 

m 
n 

lOJ 



Cent9. 
7.06 
6.00 
5.50 
5.25 
5.38 
5.25 
5.69 
5.50 
5.76 
6.06 
5.88 
5.69 

5.38 
4.88 
4.81 
5.00 
5.19 
5.75 
6.00 
5.75 
5.69 
5.75 
5.63 
5.75 



5.81 
6.75 
'i.88 
7.50 
7.44 
7,88 
9.00 
9.13 
9.50 
8.81 
0.88 
10.25 



Good ordinary, 
"off." 



I^w middling, 
"off." 



Good middling, 
"on," 



Differ- 
ence. 



CcjUs. 

f 

f 
I 
I 
I 
I 
I 
I 

lA 
lA 
lA 

lA 
i 
i 

i3 

}3 
\l 

1 

U\ 
lA 

ll 

lA 



lA 
lA 
1 
i 

J 

U 
U 
\h 
{h 
I 

H 

H 



Decimal 

eaulva- 

lent. 



Cents. Cents. 



Differ- 
ence. 



0.63 

.63 ' 



.63 I 



.75 
1.06 
1.06 
LOO 



1.06 

,75 

' .75 

,81 I 

.81 I 

.81 

1.00 I 

L19 I 

L19 

1.56 

1.63 

1.56 

I 
I 

1.31 
1.31 I 

l.ooi 



.75 




.75 




.69 




.69 




.69 


} 


,69 




.88 


A 


1.25 




L,50 





Decimal 
equiva- 
lent. 

CerUs. 
0.31 
.31 
.31 
.31 I 
.31 ' 
.31' 
.31, 
.31 
.38 I 
.63 I 



Dlffer- 
I enoe. 



Dt>cimal 
equiva- 
lent. 



.50 ' 

.38 j 
.38 ' 
.44 I 
.44 

.44, 
.63 ' 
.69 , 



.81 
.81 



Cents. 
I 

i I 

aI 

!' 

M 

I 

I 

A 
A , 
I 
A 



f 

I 
i 
i 
i 

A 
U 
H 



.63 
.63 
.44 

.25,1 
.25 
.25 I 
.25 _ 
.25 j 
.25 I 

.44 : 

.50 I 
.50 I 



J 
i 

A 

A 
A 

A 

A' 

:i 

A I 
i ' 



Cents. 
0.25 

.25 
.19 
.25 
.25 
.31 
.3S 
.» 
.44 
.31 
.£! 
.31 



.31 
.31 
M 
.06 
.(3 
.63 
.13 
.63 
.63 
..56 



.31 
.25 
.2^ 
.19 
.19 
.19 
.19 
.19 
.19 
.19 
.31 
.25 
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Table 18.-CHANQE8 IN DIFFERENCES "OFF" FOR GOOD ORDINARY AND LOW MID- 
DLING AND CHANGES IN DIFFERENCES "ON" FOR GOOD lilDDLING IN THE NEW 
ORLEANS MARKET. SEPTEMBER, 1900, TO MARCH, 1908. , 



Date. 



1900-1901. 

S4>ptGxnbor 1 

Septembers 

September? 

Septembers 

Octobers 

October 12 

November 2 

January 14 

January 25 

January 31 

February 1 

Febniary 4 , 

Februarys 

February 16 

March 14 

March 22 

March 26 

Aprill 

April 16 

May 16 

May 30 

Julys 

August 19 



1901-2. 

Septmnber 13 

September 20 

October 4 

November 1 

Januarys 

January 7 

January 30 

February 6 

February 7 

February 27 

March 14 

April 3 

May 16 

May20 

June 6 

June 25 

August 1 

1902-3. 

September 5 

September 16 

October 22 



Spot price mid- 
dling. 

i 



Differences. 



I 



Good ordinary, i Low middling, 
I . .1 "off." "off." 

i Decimal I 

Price, j equiva' , 

lent. I Dtffei^ 



Cents. , 

n 

lOi I 

lOi i 
lOi 

91 I 

9i , 
9A' 

»Ai 
»i'. ' 

H I 

m ' 

' I 

81 I 

8A 

I 

7«| 

^ I 
8A 

71 

7J 
7i 

m 
m 
m 

8| 

8*4 ! 
»A' 

n I 

9i 
9 I 

8A , 



CenU. 
9.38 
9.81 
iai3 
ia25 
ia25 

a 75 
a 13 

9.56 
9.50 
9.31 
9.31 
a 31 

a 31 
a 19 

&63 
&31 
7.94 

&ao 

8.13 
7.63 
7.76 
&38 
&19 

7.94 
8 13 
&19 
7.38 
7.88 
7.75 
7.81 
7.94 
7.94 
8.19^ 
&63' 
809 
a 31 
a 38 
a 25 

aoo 

&56 



8A 
8| 
8i I 



8.56 
&38 

a 13 



ence. 

CenU. 
1| 

U 
li 
li 
1 

(«) 

(«) 
ift 
li 
itli 
li 
1} 
ii^ 
U 
If 
li 
II 

(«) 

(«) 
lU 

(«) 
lA 
i| 

li 
11 

li 
\l 
\l 
i 

(«) 

(«) 
I 
ii 
\ 

(«) 
\l 
I 



Decimal 
equiva- 
lent. 






CenU. 
1.63 
1.50 
L38 
1.25 
1.00 

(») 

(») 
1.06 
1.13 
L19 
1.50 
1.38 
1.44 
L38 
L63 
1.75 
L63 

(«) 

(«) 
1.60 

(«) 
1.56 
1.63 



Differ- 
ence. 



ii 
a No change. 



1.50 J 


1.38 


1.25 


.94 


.81 


.88 


(«) 


^n^ 


.75 


.69 


.75 


(°) 


.81 


.88 


.94 


(«) 


(<«) 


.88 


.(W 


.60 



CenU. 
i 
I 

(•) 
(«) 
(«) 
(») 
(«) 

i 

\ 

(«) 
if 
} 
i 

\l 
\l 

(«) I 
(«) 

i I 

(a) I 

} I 
ill 

A; 

T 

r« I 

I 

\ 

A ; 

(«) ■ 

i 

A 

(«) I 

(«) 

(«) 

i 
t 
A 
i 



Decimal 
equiva- 
lent. 



CenU. 
0.iSO 
.38 

(«) 

(«) 

(«) 

(°) 

(«) 
.44 
.60 
.56 
.75 

(•) 
.81 
.75 



Good middling, 
" on." 



.04 
.81 






.88 



(•) 



.75 
.81 

.00 
.66 
.44 
.38 
.25 
.31 






.31 



(°) 



.44 






38 
.31 



Differ- 



CenU. 

i 
(«) 
(«) 
(«) 
(«) 

A 

i 
(«) 
(«) 
(°) 

A 
(«) 
(«) 
(») 
(«) 
(«) 
(«) 



Decimal 
equiva- 
lent. 



CenU. 
0.26 
(«) 
(«) 
(«) 
(«) 






a; 

(«) I 
(«) I 

A 

(«) 

(«) • 
i 
A 

i 



(«) 



.19 
.25 



(«) 
(«) 

(«) 
(«) 



.31 



Al -44 

(•) j («) 
i ■» 

I .38 

(«) (•) 



.25 



(•) 
(») 
(") 
(«) 
(«) 



.31 



(«) 
(«) 



.25 
.31 
.26 



(•) 



.25 
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Table 17.-DIFFERENCE8**0FF"F0R GOOD ORDINARY AND LOW MIDDLING AND DIF- 
FERENCES *'0N" FOR GOOD MIDDLING IN THE NEW ORLEANS MARKET ON THE 
FIRST BUSINESS DAY OF EACH MONTH, SEPTEMBER, 1890, TO AUGUST, 1900— Cont'd. 



I Spot price mid- 



Diffexenoes. 



Yoar and month. 



1897-96. 



September. . 

October 

November. 
December.. 

January 

February.., 

March 

April 

May 

June 

July 



1898^. 



September. 

October 

November. 
December.. 
January . . . 
February.. 

March 

April 

May 

June 

July 

August 



1899-1900. 



September. 

October 

Novemlwr. 
December.. 
January . . . 
February.. 

March 

.Vpril 

May 

June 

July 

August 



Price. 



Ctnta. 

6 
5i 
5J 
5i 

Si 
August I 5|| 



Good ordinary, I Low middling, 
^ . , ' "off." ' "off." 

Decimal 

equiva- 
lent. Differ- 



5| 
4| 

*il 

5 ! 

5A I 
51 I 
6 
^ , 

5} I 
5| 

5f ; 

I 

m 
«i 

74 

7/« 

7i 

9 

91 

94 

m 

lOi 



CeiU9. 
7.06 
ft. 00 
5.50 
5.25 
5.38 
5.25 
5.69 
5.56 
5.76 
6.06 
5.88 
5.60 



5.38 
4.88 
4.81 
5.00 
5.19 
5.75 
6.00 
5.75 
5.69 
5.75 
5.63 
5.75 



5.81 
6.75 I 
•i.88 ' 
7.50 
7.44 
7.88 
9.00 
9. 13 I 
9.50 I 
8.81 
9.88 
10.25 



Cents. 
f 
I 

i 
I 



-I- 



Decimal 
equiva- 
lent. 



I Differ- 
i ence. 



Centi. ' CetUt. 



I 

I 
I 
i 

lA 
lA 



lA 

1 
I 

\l 
U 
\l 
1 

If 



lA 



i I 
i 

n 

u 
I 

H 
14 



0.63 



I 



.75 
1.06 
1.06 
1.06 

L06 
. 75 

' .75 

.81 

.81 

.81 
1.00 
L19 , 
1.19 I 
1.56 ! 

i.(>3 ; 

1.56 



1.31 
1.31 
l.OO] 
.75 



.69 
.69 
.88 
1.2.5 
1.50 



Decimal 
equiva- 
lent. 



ii . 



Good middling, 
"on." 

Differ- I^inial 



CenU. I 
0.31 
.31 
.31 I 
,31 I 
.31 ' 
.31' 
.31 
.31 
.38 
.63 
.63 ' 
.50 



Cents. 

i 
•1 
A 

1 I 
i 

A' 

i 

I 

A 
A 
I 
A 



.50 
.38 
.38} 
.44 I 
.44 
.44 
.63 ! 
.69 ' 
.63 
.75 I 
.81 ' 
.81 



A! 
A 
A I 
A 
I 



i 
A 

H 



CcnU. 
0.25 
.25 
.19 
.25 
.25 
.31 
.38 
.38 
.44 
.31 
.38 
.31 

.31 
.31 
.44 

..56 
.(3 



.63 
.63 
.56 



A 


.31 


i 


.a'j 


i 


.2> 


A 


.19 


A 


.19 


A 


.19 


A 


.19 


A 


.19 


A 


.19 


A 


.19 


A 


.31 


* 


.25 
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Table 18,— CHANGES IN DIFFERENCES "OFF" FOR GOOD ORDINARY AND LOW MID- 
DLING AND CHANGES IN DIFFERENCES " ON" FOR GOOD MIDDLING IN THE NEW 
ORLEANS MARKET. SEPTEMBER, 1900, TO MARCH, 1908. , 



Date. 



1900-1901. 

September 1 

Septembers 

September? 

Septembers 

Octobers 

October 12 

November 2 

January 14 

January 25 

January 31 

February 1 

February 4 

Februarys 

February 15 , 

March 14 

March 22 , 

March 26 

Aprill 

April 15 

May 16 

May 30 

Julys 

August 19 



1901-2. 

September 13 

September 20 

October 4 

November 1 

Januarys 

January? 

January 30 

February 6 

February ? 

February 27 

March 14 

Aprils 

May 16 

May29 

June6 

June 25 

August 1 

1902-3. 

September 5 

September 16 

October 22 



Spotj 


rioemld- 
ing. 

Decimal 
eauiva- 


Goodc 




Differences. 








ordinary, 


Low middling, 
" off." 


Good middling, 
" on." 


Price. 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Differ- 
ence. 


Decimal 
eauiva- 


Cents. 


Centi. 


Cents. 


Cents. 


CenU. 


Cents. 


Cents. 


Cents. 


n 


9.38 


11 


1.63 


4 


0.50 


J 


0.25 


m 


9.81 


1* 


1.50 


1 


.38 


(«) 


(») 


lOi 


iai3 


11 


1.38 


(•) 


(«) 


(°) 


C**) 


lOJ 


ia25 


11 


L25 


(«) 


(«) 


(«) 


(°) 


lOi 


ia25 


1 


1.00 


(«) 


(») 


(«) 


(») 


91 


a 75 


(«) 


(«) 


(«) 


(a) 


A 


.19 


n 


a 13 


(«) 


(«) 


(«) 


(») 


i 


.25 


9A 


9.56 


li^ 


1.06 


^A 


.44 


(«) 


(«) 


9i 


9.50 


1* 


1.13 


i 


.60 


(») 


(«) 


9A 


a 31 


lA 


L19 


A 


.56 


(°) 


(«) 


»A 


ft 31 


li 


1.50 


I 


.75 


A 


.31 


3i'« 


ft. 31 


li 


1.38 


(«) 


(«) 


(«) 


C°) 


9x\ 


ft 31 


W. 


L44 


H 


.81 


(») 


(°) 


9A 


ft 19 


11 


1.38 


1 


.75 


(«) 


(») 


81 


a63 


It 


L63 


i 


.88 


(«) 


(«) 


f^ 


8L31 


11 


1.75 


18 


.04 


(«) 


(«) 


m 


7.94 


11 


1.63 


H 


.81 


(«) 


(«) 


8 


&00 


(«) 


(«) 


(") 


(«) 


8 


.38 


^ 


&13 


(«) 


(«) 


(«) 


(«) 


A 


.44 


7.63 


Hi 


1.60 


I 


.88 


(«) 


(•) 


71 


7.76 


(°) 


(«) 


(«) 


(«) 


i 


.50 


81 


&38 


lA 


1.56 


I 


.75 


1 


.38 


8A 


&19 


11 


1.63 


ii 


.81 


(«) 


(•) 


7fl 


7.94 


1) 1.50 


i* 


.69 


i 


.25 


81 


&13 


li 


1.38 


A 


.56 


(«) 


(a) 


8A 


8.19 


li 


1.25 


A 


.44 


(«) 


(«) 


71 


7.38 


18 


.94 


« 


.38 


(fl) 


(°) 


71 


7.88 


H 


.81 


4 


.25 


(«) 


(«) 


71 


7.75 


1 


.88 


A 


.31 


(") 


(«) 


7H 


7.81 


(«) 


(«) 


(«) 


(«) 


A 


.31 


718 


7.94 


(«) 


(») 


(») 


(«) 


8 


.38 


711 


7.94 


1 


.75 


1 


.38 


(«) 


(«) 


8A 


8.19 


H 


.69 


A 


.31 


(«) 


(«) 


8| 


&63 


1 


.75 


8 


.38 


(«) 


(«) 


m 


8.69 


(«} 


(«) 


(«) 


(-) 


A 


.31 


9A 


ft 31 


18 


.81 


A 


.44 


(») 


(°) 


n 


ft38 


I 


.88 


(°) 


(°) 


(«) 


(«) 


»i 


ft 25 


i8 


.94 


(«) 


(a) 


i 


.25 


9 


ftOO 


(«) 


(«) 


(°) 


(«) 


A 


.31 


8A 


&56 


(«) 


(°) 


(«) 


(«) 


1 


.25 


8A 


&5C 


I 


.88 


1 


38 


A 


.19 


Hi 


8.38 


1 


.»« 


A 


..31 


(«) 


(«) 


81 


&13 


fochan^ 


.09 
-e. 


8 


.38 


i 


.25 
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COTTON EXCHANGES GRADE DIFFEEENCES. 



Table 18.-€HANGES IN DIFFERENCES "OFF" FOR GOOD ORDINARY AND LOW MID- 
DLING AND CHANGES IN DIFFERENCES "ON" FOR GOOD MIDDLING IN THE NEW 
ORLEANS MARKET, SEPTEMBER, 1900, TO MARCH, 190»-Conttnued. 



Date.- 



1902-3— Continued. 

Octoljer30 

November 5 

November 13 

November 14 

November 20 

December 19 

December 29 

February 7 

March 26 

Aprils. 

April 

April 21 

MayO 

May 27 

June 5 

July 22 



1903-4. 

September 1 

September 4 

September 21 

September 22 

January 19 

February 19 

May 27 

June 10 

July 14 

1904-5. 

September 12 

November 4 

Dccemlx?r 15 

January 12 

February 4 

February 10 

March 10 

March 13 

April 19 

May 3 

May 4 

Mays 

May 19 

lW)5-6. 

S('piemlH»r 5 

Novembers 

F«»bmttry2 



Spot price mid- 
dling. 






Differences. 










Good ordinary, 


Low middling, 


Good middling. 




Dtvimal 












Price. 


equiva- 
lent. 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Differ- 
ence. 


Decimal 

oGuiva- 

Tent. 


Differ- 
ence. 


Decimal 


CerU8. 


Cents. 


Cents. 


Cents. 


Cents. 


Cents. 


Cents. 


Cents. 


8 


ROO 


I 


0.75 


A 


0.44 


(«) 


(«) 


7U 


7.94 


(«) 


C) 


(a) 


(a) 


A 


0.31 


7}A 


7.m 


(«) 


(«) 


(«) 


(a^ 


1 


.38 


71 


7.63 


(«) 


(a) 


(«) 


(«) 


IB 


.44 


71 


7.88 


ii 


.81 


i 


.50 


(«) 


(«) 


8i 


&25 


i 


.88 


A 


.56 


fa) 


(«) 


»A 


&31 


}8 


.94 


1 


.63 


(°) 


(«) 





9.00 


1 


1.00 


A 


.56 


(«) 


(«) 


m 


9.81 


n 


1.13 


1 


.63 


(«) 


(-) 


n 


9.88 


n 


1.25 


1 


.75 


(«l 


(«) 


lOAi 


iao6 


lA 


L31 


\l 


.69 


(«) 


(o) 


10 


laoo 


1/. 


1.44 


1 


.75 


(«) 


(«) 


lOA 


10.56 


n 


1.50 


(a» 


(«) 


(a) 


(«) 


llik 


11.60 


11^ 


1.63 


i 


.88 


i 


.50 


llli 


11.81 


13 


1.76 


(«) 


(°> 


(«) 


(°) 


13 


laoo 


'i 


1.88 


(°) 


i") 


(«) 


(1) 


12« 


12.38 


(»> 


(a) 


(«) 


(«) 


1 


.38 


Hi 


11.50 


i| 


1.63 


1 


.63 


I 


.25 


lou 


10.81 


U% 


1.56 


A 


.56 


A 


.19 


101 


ia63 


11 


1.38 


1 


.38 


(«) 


(«) 


im 


ia94 


1 


1.00 


(«) 


(«) 


I 


.25 


13! 


ia75 


(°^ 


(-) 


(«) 


(«) 


A 


.31 


12i 


12.88 


u 


1.13 


} 


.50 


(«) 


(ai 


12 


12.00 


lA 


1.19 


A 


.56 


(°) 


(«) 


Hi 


11. 13 


IJ 


1.25 


« 


.63 


(«) 


(«) 


101 


ia25 


lA 


1.19 


A 


.56 


A 


.19 


n 


9.75 


(a) 


(") 


A 


.44 . 


(«j 


(«) 


7A 


7.56 


(«) 


(«) 


(«) 


(«) 


J 


.25 


^ 


&88 


u 


1.25 


i 


.50 


A 


.31 


7\ 


7.25 


(«) 


(«) 


(-) 


(«) 


1 


.38 


7i*« 


7.56 


lA 


1.31 


A 


.56 


(o) 


(•) 


7t^ 


7.31 


lA 


1.19 


A 


.44 


(«) 


(«) 


74 


7.50 


li 


1.25 


i 


.50 


(«) 


(«) 


7^ 


7.31 


i| 


1.38 


(«) 


(a) 


A 


.31 


7/« 


7.44 


lA 


1.44 


A 


.56 


(«) 


(«) 


7J 


7.50 


li 


L50 


1 


.63 


(«) 


(«) 


7i 


7.63 


(«) 


(°) 


A 


.56 1 


(a) 


(a) 


7J 


7.75 


(«) 


(«) 


1 


.63 


(•) 


(«) 


io,»„ 


10.19 


(") 


(«) 


(«) 


(«) 


\ 


.25 


io}5 


10.94 


(°) 


(«) 


(«) 


(°) 


i 


.38 


lo; 


10. S8 


1? 
«Jo chan{ 


1.38 


i 


1 .50 1 


(•) 


(«) 
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Table 18.— CHANGES IN DIFFERENCES "OFF" FOR OOOD ORDINARY AND LOW MID- 
DLING AND CHANGES IN DIFFERENCES "ON" FOR GOf)D MIDDLING IN THE NEW 
ORLEANS MARKET, SEPTEMBER, 1<J00, TO MARCH, iWS-Continucd. 



Date. 



1905-6— Continued. 

February 6 ! 10,«b 

February? 

FebruarylO ' lOf 

February 28 

March 5. 

March 10 

March 21 

June 21 

July 10- 

August 24 

August 30 



1906-7. 

September? 

Octobers 

October 26 

November 2 

Novembers.... 

November?: 

Novembers 

November 14 

November 15 

November 19 

December ? 

December 21 

January 4 

January 14 

February 2 

March 4. 

March 14. 

March 23. 

March 25. 

Aprll4 

April 12 

April 29 

Mays 

May29. 

August 9 

August 12 

August 13 

August 24 

August 26 

1907-8. 

beptember6 

September 9 

September 11 



Spot price mid- 






Differences. 






Price. 


Decimal 

equiva- 

fent. 

CetUs. 


Good ordinary, 
" off." 


Low middling, 
"ofl." 


Good'i 

Differ- 
ence. 

Cents. 


niddling, 
on." 


Differ^ 
ence. 


Decimal 
equiva- 
lent. 


Decimal 
equiva- 
lent. 


CerM. 


Centa. 


Cents. 


CenU. 


Cents. 


CeiUs. 


lOA 


10.56 


(°) 


(«) 


(«) 


(«) 


/. 


0.44 


lOU 


10.69 


(-) 


(«) 


(«) 


(«) 


i 


.38 


lOf 


10.75 


h\ 


1.44 


A 


0.56 


(°) 


(«) 


101 


10.63 


li 


L50 


1 


.63 


i". 


.44 


lOJ 


10.75 


lA 


1.56 


\k 


.69 


(«) 


(") 


lOlJ 


10.60 


(•) 


(«) 


(°) 


(°) 


ft 


.50 


loia 


10.81 


It'. 


1.44 


1 


.63 


(») 


(«) 


1014 


10.94 


It'. 


1.56 


} 


.75 


C) 


(°) 


"i 


11.13 


m 


LOO 


1 


.88 


(°) 


(«) 


9/e 


0.44 


(«) 


(«) 


(«) 


(°) 


1 


.38 


flA 


9.31 


(-) 


C) 


(«) 


(«) 


i 


.25 


H 


9.13 


It'. 


L44 


1 


.63 


C*) 


C) 


101 


10. 75 


.. («) 


(°) 


(«) 


(«) 


1 


.38 


lOlJ 


10.69 


(-) 


(«) 


(«) 


(«) 


/. 


.44 


lOi 


10.13 


(«) 


(°) 


(«) 


(«) 


ft 


..50 


10 


10.00 


IJ 


1.50 


M 


.09 


(«) 


(•) 


9i 


9. 88 


lA 


1.56 


} 


.75 


(«) 


(«) 


»i 


9.88 


Ui 


1.81 


1 


1.00 


C) 


(°) 


10 


10.00 


118 


1.94 


li 


L13 


(«) 


(°) 


io,.T, 


10.19 


(«) 


(«) 


(«) 


(«) 


A 


..56 


' io,^„ 


10.56 


(«) 


(«) 


(°) 


(«) 


U 


.69 


10] 


10. 75 


(«) 


(«) 


(a) 


(•") 


ii 


.81 


lOi 


10.25 


i|i 


L81 


1 


1.00 


(°) 


(«) 


• io,V 


10.31 


2 


2.00 


1ft 


1.13 


(«) 


(«) 


io/« 


10.44 


2ft 


2.13 


(«) 


(") 


(«) 


(°) 


io,-« 


10.44 


(«) 


(«) 


(«) 


(") 


i 


.88 


lOi 


10.75 


(«) 


(«) 


1 


1.00 


(«) 


(«) 


lOi 


10.88 


2J 


2.2.5 


1ft 


L13 


C) 


(") 


lOJ 


10. 75 


'ix\ 


2.31 


(«) 


(«) 


(«) 


(°) 


101* 


10.69 


n 


2.38 


1^« 


1.19 


(«) 


(°) 


10,". 


10. 56 


2,'. 


2.44 


IJ 


L25 


(«) 


(") 


101 


10.63 


2i 


2.50 


l."« 


1.31 


(°) 


(«) 


HA 


11.19 


2^8 


2.44 


IJ 


1.25 


(«) 


(«) 


iiU 


11.(50 


2i 


2. 50 


1,». 


L31 


(«) 


C) 


12,^c 


12.31 


2fi 


2.69 


1/. 


L44 


C) 


(") 


13J 


13.13 


2i 


2. .50 


Ift 


1.2.5 


1 


1.00 


13i 


13.13 


21 


2.25 


(«) 


(«) 


(") 


(«) 


134 


13.13 


2i 


2.13 


1 


1.00 


(«) 


(°) 


13,V. 


13.44 


2t'^« 


2.31 


lA 


1.19 


(«) 


(") 


13,^ 


13.44 


n 


2.13 


1 


1.00 


(«) 


(«) 


^\\ 


13. 56 


21 


2.r)3 


li 


1..50 


i 


(a. 


13,«« 


13. .50 


24 


2.13 


1 


1.00 


(«) 


(") 


13] 


13. 38 

a > 


^o chang 


(a) 


(•0 - 


(«) 


4 


.50 
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Table 18.-CHANQES IN DIFEERBNCKS "OFF" FOR QOOD ORDINARY AND LOW MID 
DLINQ AND CHANGES IN DIFFERENCES "ON" FOR GOOD MIDDLING IN THE NEW 
ORLEANS MARKET, SEPTEMBER, 1900, TO MARCH, 1908— Continued. 



Date. 



Spot prioo mid- 
dling. 



Price. 



1907-S^Continued. i Cents. 

SepteiAber25 11} 

September27 UJ 

OctoberlO 11| 

November 4 lOH 

Januarys 11| 

January? 11/, 

Januarys 11/, 

January 10 lift 

January 14 11} 

FebruarylS 11^ 

Marcli 6 llj 

March 12 llj 



Decimal 
equiva- 
lent. 



Cents. 
11.50 
11.50 
1L38 

laeo 
n.38 

U.44 
11.44 
n.56 
IL 75 
lL5e 
n.25 
11.25 



Diflerenoes. 



Good ordinary, I Low middling, 
"off." "off." 



Differ- 
ence. 



Cents. 

(«) 
2| 
II 

(«) 
Ul 

(«) 

(«) 

li 
i» 
41 
2A 



Decimal 
equiva- 
lent. 



Cents. 

(«) 

(«) 
2.38 
1.88 

(«) 
L94 

(°) 

(«) 
1.75 
1.81 
1.94 
2.06 



Differ- 
ence. 



Cenu. 
(») 
(«) 
U 

i 
(«) 

H 
(«) 
(«) 

1 

ii 
(a) 

il 



Decimal 
equiva- 
lent. 



Good middling, 
"on." 



Difler- 



Cents. I Cents. 



(») 
1.13 



(«) 



.94 



(a) 



I 

i 
(«) 
(«) 



(«) 


i 


(«) 


A 


.75 


(•) 


.81 


C«) 



M (o) 



Decimal 
equiva- 
lent. 



Cenu. 



0.38 






.31 



(«) 
(«) 

(a) 



.50 



oNo change. 



CHAPTER V. 

CHAE0E8 OF INTENTIONAL ABUSE 07 POWEE BT EEVISION 

COMMITTEES. 

1. ALI^OEB CONSPIBACT Uf REVISION OF NOVBHBEB, 1906. 
Section.!. Introductory. ' 

It is undeniable that disturbances of the normal parity between 
the spot and the contract price have been a frequent result of errors 
in differences under the periodic-difference system employed by the 
New York Cotton Exchange. Indeed, under that system, how- 
ever efficient and unprejudiced the revision committee may be, the 
danger that such disturbances, wnth their attendant evils, may 
occur is constantly present. A further source of danger, however, 
is that the revision committees may deliberately establish improper 
differences. 

In the opinion of some members of the cotton trade the establish- 
ment of grade differences at New York in recent years has frequently 
been thus accompanied by abuse of trust on the part of revision com- 
mittees. If the differences are improperly fixed, there is usually 
an overvaluation of certain grades. Members of a revision com- 
mittee who, prior to the revision, have sold contracts for future 
delivery can deliver these overvalued grades at a large profit, and 
this profit is not affected by any resulting discount in the contract 
price, since the prices of such contracts were made at the time of 
sale and prior to the time of revision. 

It is obvious that herein lies a great temptation for members of 
revision committees, and particularly those who are spot merchants, 
to establish improper differences. 

Section 2. Charges against revision committee of November, 1906. 

Those who assert that revision committees have thus abused their 
power maintain that the revision of November, 1906, was an espe- 
cially flagrant instance of such abuse. In view of the facts presented 
in Chapter III, there can be no question that the revision committee 
of the New York Cotton Exchange which met in November, 1906, 
did actually fail to make a sufficiently drastic revision of grade 
differences. The further charge was very frequently made in the 
cotton trade that the committee, or at least some of its members, 
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entered into a virtual conspiracy to establish differences which they 
knew to be wrong, for the purpose of reaping unwarranted profits. 
This charge is well outlined in the following statement by a broker 
in the Savannah market: 

We do not know what prompted them [that is, the com- 
mittee], except that we have understood that there is a domi- 
nating power there that seems to have its way, and that it was 
to their interest that the low grades should be narrowed and 
not widened. But they evidently profited by it largely, to the 
detriment of the whole cotton trade. They certainly must 
have known what the effect would be, and it must have been 
the carrying out of a plan which had been matured by them 
prior to the meeting of the committee which adjusted the differ- 
ences. The smallest dealer in our section knew at once, as 
soon as the differences were telegraphed, that this action would 
affect prices. On the very day that they narrowed the differ- 
ences futures dropped three-eighths of a cent, and actual cotton 
was worth three-eighths tone-eighth] of a cent less. The effect 
was only temporary. This was due to the determination on the 

§ art of various organizations throughout the South not to be 
ominatedby the New York Cotton Exchange, which thev have 
regarded with suspicion for several years. It is a bear element 
in the business; putting prices down has seemed to be its deter- 
mination; it is not a question of supply and demand with them 
at all. 

The head of a large spot-cotton firm said, in substance: 

The failure of the New York revision committee to make the 
differences between middling cotton and the lower grades very 
much wider than they did make them can be accounted for in 
only two ways — ^first, that the revision committee was incom- 
petent; or^ second, that the revision was made in the interest 
of certain mdividuals or combinations of individuals. 

This merchant stated that he would not undertake to say whether 
the revision committee was ignorant, or whether it deliberately 
failed to do its duty. He said, however, that there was an impres- 
sion among a considerable portion of the cotton trade that the com- 
mittee was improperly influenced. 

The Bureau has not undertaken to present a definite conclusion 
as to this charge; in the nature of things, it is obviously impossible 
to speak with absolute certainty on the mental operation and motive 
that leads a man to a given action, but a full presentation of the 
facts bearing upon the revision, so far as ascertainable, is here given. 

Vote of members. — The revision committee was composed of the 
following members: Richard A. Springs, chairman; George Bren- 
necke, Sigmund M. Lehman, Edward E. Moore, Robert H. Roun- 
tree, Charles M. Calhoun, John Grierson, George E. Moore, Edward 
M. Weld, Charles Stillman, Samuel Hopkins, William Mohr, William 
Ray, WilUam R. Craig, Fergus Reid, John Tannor, Elias A. Tuttle. 
The committee met on November 21. all the members being present 
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except Mr. Craig, who was absent on account of illness. The min- 
utes of the meeting, as furnished by the exchange, are here given 
in full. - 

New York, November 21, 1906. 

The committee on revision of quotations of spot cotton met 
this day at 3.30 oVlock p. m. 

Mr. 11. A, Springs in tne chair. 

Present: Messrs. R. A. Springs, Geo. Brennecke, S. M. Leh- 
man, E. E. Moore, R. II. Rountree, C. M. Calhoun, John Grier- 
son, G. E. Moore, E. M. Weld, Chas. Stillman, Samuel Hopkins. 
Wm. Mohr, Wm. Ray, Fergus Reid, John Tannor, ana 
E. A. Tuttle. 

Mr. G. E. Moore was elected secretary. 

Messrs. E. P. Walker, C. H. Carr, ana J. E. Latham appeared, 
expressed their views, and left the room. 

The secretary read a letter from the remaining member of the 
committee, Mr. W. R. Craig, in which he asked the privilege 
of voting by telephone on questions arising, he being ill and 
confined to his bed. 

The committee decided this would be irregular. 

The secretary read numerous commimications from members, 
and a list of grade quotations at various southern points, 

It was moved by Mr. Brennecke and seconded by Mr. I^ehman 
that there be a revision. Carried. Ayes — Messrs. Springs, 
Brennecke, Rountree, Calhoun, Grierson, G. E. Moore, Stillman, 
Hopkins, Ray, Tannor, and Tuttle (eleven); nays — ^Messrs. 
I^hman, E. E. Moore, Weld, Mohr, and Reid (five). 

It was moved by ^Ir. Brennecke and seconded by Mr: Weld 
that low middling fee made 50 off (instead of 38, as at present). 

An amendment was moved by Mr. Rountree and seconded by 
Mr. Calhoun that low middling be made 63 off. 

An amendment was moved oy Mr. (-alhoun and seconded by 
Mr. Tannor that low middling be made 56 off. 

Mr. Brennecke withdrew his original motion. 

An amendment was moved by mt. Reid and seconded by Mr. 
Weld that the difference for low middling be half a cent off 
middling. 9 in favor, 4 opposed. Carried. 

It was moved by Mr. Ilopkins and seconded by Mr. Tannor 
that no change be made in strict low middling, ('arried. 

It was moved by Mr. Ilopkins and seconded by Mr. Mohr that 
strict good ordinary be made 90 off. 

An amendment was moved by Mr. Tannor, seconded by Mr. 
Ray, that strict good ordinary be made 100 off. Lost. 

Mr. Hopkins's motion was then voted upon and carried. 

It was moved by Mr. Reid and seconded by Mr. Weld that 
good ordinary be made IJ cents off. 

An amendment was moved by Mr. Rountree and seconded by 
Mr. Tuttle that good ordinary be made 140 off. Lost. 

Mr. Reid's motion was then voted upon and carried. 

It was moved by Mr. Weld and seconded by Mr. Reid that strict 
low middling tinged^ be made 46 points off. 

a Given in the miniilOH a.s strict low middling stained, but evidently this was an 
error. 
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An amendment was moved by Mr. Tannor, seconded by Mr. 
Tuttle, that strict low middling stained be made 60 off. Lost. 

Mr. Weld's motion was then voted upon and carried. 

It was moved by Mr. Weld and seconded by Mr. Tannor that 
strict good ordinary tinged be made 125 off and low middling 
tinged 90 ofT, respectively. Carried. 

It was moved oy Mr. Keid and seconded by Mr. E. E. Moore that 
middling stained and barely middling stained be not changed. 
Carried. 

It was moved by Mr. Tuttle and seconded by Mr. G. E. Moore 
that strict low middling stained be made 150" off. 

An amendment was moved by Mr. Reid and seconded by Mr. 
Hopkins that strict low middling stained be not changed. 6 in 
favor, 8 opposed. Lost. 

Mr. Tuttle's motion was then voted upon and carried. 

It was moved by Mr. Moore and seconded by Mr. Tuttle that 
low middling stained be made 2 cents. Carried. 

It was moved by Mr. Weld and seconded bv Mr. Brennecke that 
the grades from strict good middling tinged to middling tinged, 
.both inclusive, be not changed. Carried. 

It was moved by Mr. Reid and seconded by Mr. Weld that good 
middling be made 75. <* Carried. 

It was moved by Mr. Reid and seconded bv Mr. Weld that strict 
good middling be made 1 cent on. Carriecl. 

It was moved by Mr. Weld and seconded by Mr. Reid that the 
differences fixed upon at this meeting be adopted as a whole. 
Carried. 

An analysis of the vote upon the various propositions before the 
committee showed that five members — Fergus Reid, Sigmund M. 
Lehman, E. E. Moore, E. M. Weld, and William Mohr — voted against 
any revision whatever. While this minority did not succeed in pre- 
venting some increase in differences, their opposition, together with 
the cooperation of some other members of the committee, served to 
prevent a material increase in differences for low grades. From inter- 
views with various members of the committee it appeared that the 
meeting was not skillfully handled from a parliamentary standpoint, 
but that in the multiplicity of motions made by an aggressive minor- 
ity what might have been a majority in favor of a wider revision was 
outgeneraled. A majority of the committee stated to agents of the 
Bureau that they had favored a bidder revision than was actualW 
made. 

The first grade considered was low middling, and Mr. Brennecke 
moved that the difference for that grade be made 50 points oflf (instead 
of 38 off, as then existing) ; this was the difference finally established 
by a vote of 9 to 4. The minutes indicate that the widest difference 
between low middling and middling formally proposed was 63 points. 
It is quite clear, however, that wider differences were discussed in 
the committee. When members of the committee were interviewed 
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by representatives of the Bureau a number of them stated that there 
was a general informal expression of opinions, and that 75 points off 
was favored by several members. One member stated that he had 
advocated 100 points off middling for low middling, and had lu'ged 
that, in any event, the difference should not be narrower than 75 
points. It is rather remarkable, in view of such statements as to 
the strong feeling on the part of some members of the committee in 
favor of establishing the difference for low middling at 75 points off, 
that — so far as the minutes show — ^no formal motion to that effect 
was made. 

After the fixing of the difference between middling and low mid- 
dling there seems to have been but slight disposition on the part of 
members of the committee to contend for more than such revision 
for other grades as would be consistent with the difference fixed for 
low middling. Some members of the committee stated that if they 
were to be consistent they could not well have made the differences 
for the remaining grades other than they did make them, after thus 
fixing the difference for low middling at one-half cent. 

After the difference for low middling was established it would 
appear that the minority who originally opposed any revision what- 
ever practically dictated the policy of the committee. Mr. Tuttle's 
successful motion to make strict low middling stained 150 points off, as 
against Mr. Reid^s motion to keep the difference for that grade un- 
changed at 106 points off, appears to be the only important point 
carried against the votes of those who had at first opposed any 
revision whatever. 

The minutes do not show that there was any vote on Mr. Roim tree's 
motion to make the difference for low middling 63 points off. The 
adoption of Mr. Re.id's amendment to make the difference 50 points 
shut off any vote on a difference of 63 points. 

Section 3. Information before the committee. 

In order to afford opportunity to pass intelligent judgment upon the 
action of the revision committee, it is important to present the infor- 
mation officially before the committee at the time of its meeting; of 
course, aside from any such official information, various members of 
the committee had extensive private advices. The information 
formally presented consisted mainly of quotations and letters from 
southern markets and of letters from various members of the New 
York Cotton Exchange or their clients. As already stated, it is custom- 
ary for the superintendent of the New York Cotton Exchange, just 
prior to the meeting of the revision committee, to address inquiries to 
a large number of southern markets asking for quotations of the 
various grades of cotton, as well as for opinions as to the general 
character of the crop. The nature of these inquiries of the suf)erin- 
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tendent of the New York Cotton Exchange is indicated in the follow- 
ing copy of his report to the chairman of the coniniitt<*e on revision 
of spot quotations : 

New York Cotton Exchange, 

Superintendent's Office, 
New York, November 21, 1906. 
Mr. R. A. Springs, 

Chairman Committee on Revision of Spot Quotations. 
Dear Sir: Referring to my letter addressed to you on 12th 
instant, on which date I sent out the following inquiries to the 
several port and interior markets — 

"Kindly give me the quotations prevailing in your market 
for the grades of white cotton and also for the grades of tinged 
and stamed cotton mentioned upon the enclosed sheet,^ and 
return the same to me at your earliest convenience, for which 
find stamped envelope enclosed. 

" If for any reason you are unable to quote all the grades men- 
tioned, please give me the quotation of as many as possible. 

''KintUy also tell me whether or not there is a scarcity of the 
grades of middling cotton and above and a plentiful supply of the 
grades of low middling and below and of tinged and stained 
cotton '^ — 

For your consideration, the replies thereto are inclosed, to- 
gether with all the letters received upon the subject-matter. 

For the convenience of your committee I have tabulated, as 
far as possible, the difference between the grades in each of the 
markets named, giving you the average diflference on the several 
grades both at the ports and at the mterior markets. Tabula- 
tion herewith.'' 

Yours, truly, Wm. V. King, 

Superintendent New Yorlc Cotton Exch<inge. 

Communications from soitthern markets. —The information ob- 
tained by the superintendent of the New York Cottcm Exchange in 
these replies, aside from that relating to prices or differences, which 
is sufficiently covered in Table 19, is given below, in substance. 
The average date of these replies was about November 15, 1906. 

Galveston Cotton Exchange and Board of Trade: 

Generally speaking, there is a scarcity of all grades in our local 
market, 'the interior has been selling so freely that consign- 
ments to our local factors have been exceptionally light tnis 
season. 

But little stained or tinged cotton has been received here so 
far; the season has been so ideal for maturing and harvesting 
the crop that causes for stain have so far been eliminated. Re- 
cent frosts in Oklahoma, Indian Territory, and north Texas 
will undoubtedly produce stain and tinges, l)ut so far this section 
has not shipped any. 

a Th(» shoct Hpocificd the following grades: Fair, middling fair, good middling, 
middling, low middling, good ordinary, ordinary, good middling tinged, middling 
tinged, low middling tinged, middling stained, low middling ntained. 

ft See Table 19, page 214. 
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Low cottons are being shipped here in excess of proportion- 
ately the better grades, owing to the great demand for strict 
middling and above at interior points, which have commanded 
a premium. 

New Orleans Cotton Exchange: 

These quotations [see Table 19] are for good color. White 
grades are very scarce in this crop and bring fancy prices. 

Off color and stained cotton are one-fourth to one-half cent 
off, making light tinged one-eighth to three-sixteenths off, 
spotted one-fourth to three-eighths off, and stained one-half off. 

The superintendent of the Charleston Cotton Exchange reported 
a very small supply of good middling cotton and only a moderate 
quantity of middling, stating that the grades from low middling to 
ordinary represented most of the cotton coming into the market at 
that time and that the quotations submitted for these grades {see 
Table 19) were nominal, such grades not being readily salable. 

The superintendent of the Norfolk and Portsmouth Cotton Ex- 
change stated that its committee on classification and quotations 
"have made no change in quotations or see any reason for revision 
of same.^' 

Houston Cotton Exchange: 

Quotations on tinges and stains are not made daily, but values 
on these cottons are about one-fourth to 1 cent under white cot^ 
ton, dependent largely upon the individual buyer and seller. 

There is a decided scarcity of middling ancf above, while low 
middling and below are more plentiful. 

Tinges and stains are not verv plentiful at present, but a rather 
plentiful supply is anticipated later. 

Herman Loeb, who furnished the Shreveport, La., quotations used 
in making up the table, reported : 

High color and spott<»d, about one-fourth cent off. Ix)w grades 
very plentiful. Hardly any strict and good coming in at all. 
Even middling is scarce. 

Lesser-Goldman (/otton Company, St. Louis and Little Rock, which 
furnished the Little Rock quotations: 

Fair and middling fair is not quotable, as none of these grades 
are available in this territory. These quotations are as near cor- 
rect as we can give them under the circumstances; but on 
account of the scarcity of high grades, caused b}^ the early storms 
in a considerable portion of the State, the prices paid for the 
higher grades of cotton arc very erratic, and in many instances 
these grades will sell above quotations, whereas the lower grades 
are neglected, on account of their abundance and the light 
demand for them. Much of our cotton is of poor color, but in 
the aggregate the staple is good. 
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Vicksburg Cotton Exchange: 

White cottons, middling and above, are exceedingly scarce, 
and outrageous premiums are paid for these. Low grades, low 
middling and below, in tinged and stained, are plentiful and not 
in very good demand and are accumulating to some extent. 

Memphis Cotton Exchange : 

There is a decided scarcity of all grades of cotton from mid- 
dling above in this market, but a plentiful supply of low mid- 
dling and below. There is very little tinged anci stained cotton, 
but considerable storm-beaten cotton, resulting from the bad 
weather we had during the latter part of September and early 
October. This storm-beaten cotton is officially quoted at one- 
fourth to 1 cent per pound lower than regular grades. 

Sigmund Roman, who furnished the quotations for Montgomery, 
Ala., reported that there was no middling fair or fair cotton; that 
good middling was scarce, middling in very moderate supply, low 
middling, good ordinary, and ordinary in large supply, tinged cotton 
in fair supply, and middling and low middling stains in small supply. 

L. & E. Lamar, of Selma, Ala., reported that grades above middling 
were scarce. 

The Eagle and Phenix Mills, of Columbus, Ga., who reported the 
quotations for that market, said : 

There is a scarcity of the grades of middling cotton and above, 
the preponderance of our stock being of grades low middling and 
below — some tinges and stains. 

The Georgia Cotton Company, Albany, Ga.: 

Low grades are plentiful; better grades are scarce; middling, 
Liverpool class, predominates. 

The Augusta Exchange and Board of Trade, Augusta, Ga.: 

Regarding the grades above strict good middling and below 
strict good ordinary, we beg to advise that they are very scarce 
in our market. 

C. B. Willinghani, Macon, Ga.: 

There is a scarcity of all grades above middling in this market. 
We have an active demand for good middling cotton from local 
mills and can not supply the demand. 

Inman, Akers & Inman, Atlanta, Ga. : 

Your letter of the 12th received, and we herewith return mem- 
orandum with tlie difFereiices prevailing in our market. This 
applies pretty well throughout the territory in which we operate — 
north (leortjia, central Alabama, central Mississippi. The grades 
appearing in the territory named are chiefly good micidling, 
strict middling, middling, and strict low michlling in white cot- 
tons, and strict good middling tinges, good middling tinges, strict 
middling tinges, and mi(l(Hing tinges. We are getting some low 
middling white, though not a great deal, and very little below 
this quality. Are getting a very small percentage of tinges or 
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stains below middling tinges. Will probably get more stained cot- 
ton later, as the frost cottons are picked and marketed. We are, 
however, getting a large percentage of middling white and below, 
and middfing tinges, compared with an ordinary season, and are 
getting practically nothing above good middling white, thoiigh 
the temtory in which we buy usually produces grades averaging 
good middling. The average now will probably be about mid- 
aling in value, or below. 

Sanders, Orr & Co., Charlotte, N. C: 

We inclose you a list of the prices that we consider would pre- 
vail to-day should all of these grades be offered on our market. 
This has always been considered a one-priced market, owing 
principally to the domestic mills paying about the same price for 
all grades except when you get down to the low middling tinged, 
middling stained, and low middling stained. We will have very- 
few of tne low middling tinged, middling stained, and low mici- 
dling stained cottons this year; while our crop is not a high-grade 
one, still it runs between middling tinged to strict good micldling 
. tinged and middling white to good middling white. We seldom 
have a bale of low middling white. The majoritv of our receipts 
have been tinged, but the domestic mills are able to work them 
at about the same value as they do middling to strict middling 
white. We think there will be a liberal supply of middling 
tinged to good middling tinged and possibly a fair supply of mi(P 
dling stained to what New York would class midciling tinged, 
but this depends upon how soon the farmers get the cotton picked 
that is open in the fields. 

Yazoo City Cotton Exchange, Yazoo City, Miss.: 

• The members of the Yazoo City Cotton Exchange have read 
with much interest the notices in the trade journals of the prob- 
able revision hj the New York Cotton Exchange of the spot 
differences now in force in New York. 

BeUeving that it is to the best interest of the cotton trade 
that at least approximate similarity of spot differences in the 
various markets should prevail. President Barnwell of our ex- 
change has instructed me to suomit to you the spot quotations 
compiled by our spot committee at the close of business to-day, 
with the request that you hand same to that committee in your 
exchange intrusted with the revision of spot differences in your 
market. 

We think your revision committee will appreciate the value 
of such information, coming as it does from one of the most 
important cotton markets in Mississippi, and with similar memo- ' 
randa from the various exchanges throughout the belt they 
should have no trouble in securing data that would enable them 
to reflect in their revised quotations the actual values now being 
paid for cotton in the South. 

C. II. Carr, cotton dealer, Fall River, Ma.ss. : 

Replying to your letter of the 12th, I would state that I think 
the ainerences below middling should be about as follows: 
Strict low middling, 18 points off; low middling, 50 points 
off; strict good ordinary, 1 cent off; good ordinary, IJ cents off; 
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strict low middling tinges, 50 points off; low middling tinges, 
similar to your type, IJ cents off; low middling stains, 2^ cents 
off; strict good ordinary tinges, 2 J cents off. Regarding the 
above I certainly hope that a rule can be- made later so that 
nothing below low middling white can come into the exchange. 
To show you the sentiment of at least a portion of the country 
in regard to the change, I inclose you an article taken from the 
Boston Transcript of November 13, which I hope, you will read 
carefully. I do this to show you what we may expect on the 
exchange, unless some drastic measure is taken in regard to 
these damaged cottons. 

James T. Milne, a member of the New York Cotton Exchange: 

Replying to yours of 14th asking my views as to a proper dif- 
ference between grades, I am not now in close enough touch 
with the trade in leading southern markets to offer- an opinion. 
My contention is that cottons which have no standing or class 
in primary markets are not entitled to recognition or listing by 
the New York Exchange. The fact that they are listed and an 
arbitrary value fixed and that a buyer of contract-s must accept 
them at the value fixed by the exchange, a value that can not oe 
obtained ianywhere else in the world, is in my judgment a stand- 
ing disgrace reflecting on the integrity or the intelligence of every 
influential member. Whatever may be said regarding past 
growth of exchange business as proof that the system has given 
satisfaction, it is true nevertheless that the public is awakening 
to the fact that "heads I win and tails you lose'* means that the 
profit all the time goes to one side and is not, as it first strikes the 
ear, a fair deal to both. Grades and values should be determined 
by such officials of the exchange as have an intelligent compre- 
hension of the real foundation of the trade in the staple whicn it 
presumes to class and fix value on. Some idea should be had 
of the particular grade which the great majority of the world's 
spindles require. If it is middling and that is in scant supply, 
tne price by reason of the necessary demand may advance 1 , 2, 
or 3 cents a pound over the lower grades, which tliis large portion 
of the world's spindles will not use at any price and which are 
greatly in excess of the requirement of the spindles that can use 
them. Is it then a fair or businesslike action to arbitrarily fix 
the same relative price on the several grades as in a year when 
the crop in its character is more nearly proportioned to the con- 
sumer's requirements? All accounts agree that there is in the 
present crop a great excess of low and undesirable cotton, while 
owing to the unusual prosperity of the world's spinning interest 
there is an abnormal requirement for the medium and high 
grades. I think it would therefore be not only unfair but most 
unwise to so fix the differences that you would invite large ship- 
ments of these low cottons, which buyers of your contracts must 
accept and for which they can have only a limited outlet at any 
price. It is begging the iPJuestion to say that they could sell 
other contracts and redeliver; that would entail expense, and 
the suggestion is not in the line of honorable dealing. This letter 
is not written in a spirit of criticism, but to place before vour 
committee what I conceive to be the fair business features or this 
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most important question. I do not consider the probable or 
possible course of the market should in any sense influence their 
. action. 

Other communications suBMnrED to committee. — In addition 
to these replies to Superintendent King's letter, the following com- 
munications were also submitted to the revision committee: 

New York, November 20, 1906. 
Richard A. Springs, Esq^., 

Ohairman Committee on Revision, 

New York Cotton Exchange, City. 

Dear Sir: I take the liberty to hand you inclosed a statement 
showing revisions made during the last thirteen years, a copy of 
which has been sent to each member of the committee.^ 

Availing myself of the privilege granted to members by section 
67 of the hy-laws, I respectfully beg to submit the following 
remarks: I mlly recognize that the differences between middling 
and the higher as weU as the lower grades are too small for the 
time being, but the duty of your committee is not to fix the dif- 
ferences for this or the succeeding month but for a period ex- 
tending into the next crop be^nning September, 1907. 

In this connection I beg to point out to you that in August of 
1897 the New York stock, then wholly in the hands of my fimi, was 
of such high grade that the lowest grades available were some 
3,000 bales oi good middling cotton, the remainder being strict 
good middling, barely middlmg fair, middling fair, and fair. The 
cry then arose that owing to the improved ginning process there 
would never be a low-grade crop agam; that New i ork was being 
made the dumping ground for all the unsalable cotton in the 
country, and that the vital interest of the exchange demanded a 
lowering of the differences between middling and tne high grades. 
In obedience to this clamor the committee at its September meet- 
ing reduced fair one-fourth of a cent, middling fair three-sixteenths 
of a cent, strict good middling one-eighth of a cent, and good 
middling one-sixteenth of a cent. 

In the picking season for the following crop a bad storm struck 
the Soutn, the consequence being that the high grades were 
extremely scarce, and exporters ana spinners aUke suffered severe 
losses. On account of their scarcity the premium for higher 
grades jumped up by leaps and boimds. Unfortunately, the 
New York stock of high grades had been sold at the time, but the 
feeling was that a mistake had been made in the revision of Sep- 
tember, 1897, and that instead of a reduction there should really 
have been an increase in the differences between middling and 
the higher grades. To make amends for this error the revision 
comnnttee at its November meeting in 1898 decided to put the 
differences back to where they were previous to the revision of 
September, 1897. Not a particle of advantage was derived by 
this decision by the holders of the New York stock, because, as 
said before, the New York stock had unfortunately been disposed 
of by that time. The position of the New York market at the 
present time is entirely analogous, except, of course, that we are 

a Table not reproduced, as such changes in differences are given in Table 16. (See 
p. 184.) 
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now confronted with a stock of low grades instead of high grades, 
as in 1897. So much for fixing differences almost a year ahead. 
He would be a marvelous man mdeed who could tell to-day what 
grade of cotton nature will produce in 1907. 

There is another aspect to the question. The collateral secu- 
rity of cotton certified to by the New York Cotton Exchange is 
to-day recognized as a prime security in all the leading financial 
markets of the world. Its value is determinable every minute 
by the quoted prices for basis middling. Any radical change 
from the value of this collateral independent of tne basis middling 
price would immediately produce doubt in the minds of bankers, 
and surely all of us know the difference between a willing and an 
imwilling lender of money. What makes the New York cotton 
market a market at all is its capital. If you frighten this away 
your speculative business will gradually disappear. The great 
advantage of our market is that we are given an opportunity to 
trade in every one of the twelve months of the year. How can 
you expect anybody to trade in the months of ^ptember, Octo- 
ber^ and November, the months immediately affected by the 
revision, if you proceed to make such revision a radical one? In 
my opinion the conmiittee ought not to be influenced by consid- 
erations of a possible temporary advantage, but by considerations 
of the future. 

If you agree with me that the business of the New York Cotton 
Exchange nas not suffered from the small revisions during the 
last thirteen years, but on the contrary improved to a marked 
degree, I can not see any valid objection to a continuance of the 
poBcy of leaving well enough alone. 
Yours, very respectmlly, 

Henry Schaefer, 

OfSiegfr. Qruner <k Co, 

New York, November SI, 1906. 
Richard A. Springs, Esq., 

Chairman Committee on Revisions, 

New York Cotton Exchange, City, 

Dear Sir: I regret having to inform you that, owing to my 
continued illness, it will be impossible for me to attend the meet- 
ing of the revision committee at the exchange this afternoon. 
I was especially anxious to attend this meeting, as I understand 
that there is a very determined agitation in lavor of making a 
radical revision of the differences between grades, and thus chang- 
ing the whole basis of the value of our contract. As 1 can not oe 
present at the exchange, I desire to state my views on the subject 
for the consideration of my colleagues on the committee. 

I thoroughly appreciate that the differences between the low 
grades and the high ones now are unusually wide in some southern 
markets. Those familiar yAth the southern business understand 
the situation without any trouble, but for the benefit of those who 
are not familiar with it permit me to explain the situation. 

We have had a series of high-grade crops and it has become the 
custom of many shippers in the South to sell shipments of high 
grades, to be made during the fall months, being confident that 
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there will be a plethora of these grades at that time. This year 
a storm occurred in the South, which lowered the grade of much 
of the cotton. The shippers find themselves in a position of 
having sold a larger quota of high grades than is available for the 
time being. The result is a scramble for the higher grades and a 
neglect of the lower ones, causing an unusually wide difference. 
It would be about as sane for our committee to base the differ- 
ences for the next ten months on present conditions as it would 
be for the South to try to sell its cotton on the basis of a comer in 
the New York market. Everyone realizes that during corners, 
whether natural or forced, all values are askew. My own opinion 
as to the course to be pursued by our committee, which makes 
differences for practically a 3^ear at a time, is that it should ascer- 
tain as nearly as possible the intrinsic value between middling and 
the other grades — that is, the actual spinning value of the various 
grades off and on middUng — and use this basis for the establishing 
of the correct differences for a term of months. 

Personally, I beUeve that the present differences are verv 
nearly correct, and as soon as the comer conditions in the South 
in the high grades are relieved and the spinners begin to consume 
the lower grades, which must come within a very short time, 
the existing differences in the South will return to their normal 
conditions, which, as I have said, I believe to be very near the 
New York differences as they exist to-day. Consequently, I 
am most heartily opposed to a revision of tne New York differ- 
ences, but if there is to be some revision it should not exceed 
the change necessary to bring the various grades to a difference 
correspondent to the difference in their spinning value. 

I am inclosing herewith three letters, received from some of 
the principal spot houses in that section of the country where 
the low grades are supposed to be most plentiful. These houses 
are customers of ours, and use this market both for buying and 
selling hedges, and their wishes, it seems to me, should carry 
weight. 

For the past four years our differences have been unchanged, 
and during that period the New York Cotton Exchange has seen 
its largest future business. I believe that much of this business 
has come to us because it was felt that we had a stable contract, 
and that no one would mterfere with the basis of value, as is 
done in New Orleans constantly. Many important cotton firms 
have assured me that they would have nothing to do with the 
New Orleans market, owing to the fact that a clique may upset 
the whole basis of value by changing differences. 

For these reasons, and others which I could easily mention if 
I could be present at the exchange to-day, I believe most heartily 
that the best interests of the excnange, and all its members, is to 
be served by allowing the differences to remain unchanged, thus 
demonstrating to the world that we have a stable contract. 

My interest in this matter is so keen, and I think the situation 
is of such great importance, that I desire to be recorded as voting 
against a revision. As Ihavesaid above, I can not be down to the 
exchange, but I shall be very glad, when any vote is taken on the 
question of revision, or any other question which mav come up 
before the committee, to vote over the telephone, if the com- 
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mitiee will accord me the courtesy of caUing me up. If there is 
any objection to my doing this, I should be very glad to have the 
committee adjourn its meeting to my apartments, where I can 
vote in person. I feel that it might inconvenience some members 
of the committee to come up town, and if agreeable to the commit- 
tee I should prefer to be called up on the telephone and record m^ 
vote in that way. However, the doctor assures me that I maj sit 
up to-day, and 1 should be most happy to receive the committee 
at my apartments if they will do me the honor to adjourn there. 
I ours, very truly. 

W. R. Craig. 



Memphis, Tenn., November 3, 1906. 
Messrs. W. R. Craig & Co., 

New York, N Y, 

Gentlemen : We notice that there is a considerable agitation 
on the part of a certain element in the South as well as m New 
York for a revision of differences in grades in your market.- As 
you know we do some little hedging on both purchases and sales 
of spot cotton with you and are firmly of the opinion that any 
alteration or change in the differences as they exist in your mar- 
ket would be greatly against the safety of our hedges both now 
and in the future, for the reason that any widening of differences 
in low grades would prevent an accumulation of stock in New 
York and at the same time create a demand for the stock that is 
there, making a legitimate cotton merchant of the South always 
fear the possibility of a squeeze. While this crop will contain a 
considerable proportion of low grades, we are firmiv of the opinion 
that the major portion of it will be in grades from low middling to 
middling and of a very desirable character. It seems to us a 
chance that seldom presents itself for the New York market to 
establish an enviable position as a legitimate market for hedges 
by taking these medium grades at present allowances, which are 
reasonable enough and wnich should be satisfactory both to the 
buyer and seller. 

It is almost impossible at present to find any cotton that we 
can ship to New i ork at a profit with present difterences, and you 
can readily understand that no cotton would find its way there 
should the differences between middling and low middling be 
widened. 

With the splendid trade that the world is now enjoying, it 
strikes us that the cotton merchant in general would thiiik long 
before placing any hedges in New York should differences be 
changea. He would fear that at any moment the New York 
stock might be reduced to minimum proportions and his hedge 
be made worthless. We trust that you will coincide with our 
views and use your influence against a revision of differences in 
grade in New York. As we have written before, we firmly be- 
lieve it to be as much to your interests as to our own that these 
differences should remain unchanged. 

With kind regards, we are, 

Yours, truly, C. W. Butler & Co. 
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New Orleans, November 7, 1906. 
Messrs. W. R. Craig & Co., 

New York. 

Dear Sirs: We are informed that there is a strong feeling in 
New York to revise the differences between middling and the low 
grades at the next meeting of the revision committee on Novem- 
ber 21. 

We think this would be very much against the best interests of 
the trade to make any change at the present time. 

It appears to be hard enough at present to get cotton to New 
York at present differences to protect contracts, and we think it 
will be a very serious matter if a big change should be made. 

The cotton buyer is pretty much at the mercy of the spinner as 
it is, without making any more change. 
Yours, very truly, 

ROBT. WOOLFENDEN & Co. 



ViCKSBURG, Miss., November 6, 1906. 
Messrs. W. R. Craig & Co., 

New Yorlc, N. Y. 
, Gentlemen: In reply to your letter as to how we would look 
on a revision of the grades between middling and the lower grades, 
will say that it is merely a question as to whether or not New 
York merchants want consignments of spot cotton. If they do 
want consignments of spot cotton, then we think it would be 
unwise to revise the differences as they exist at present. How- 
ever, if they do not want consignments of cotton, then we would 
advise them, by all means, to lower the differences between 
middling and the grades below. 

The general impression prevails that this is a low-grade crop, 
and at one time it did promise so, but we find at present a very 
distinct improvement in the grades, and doubt, after all, whether 
this will go down in cotton history as a low-grade crop. At 
present it looks more like a middle-grade crop than either a high 
or low grade crop. 

We have, up to this time, been imable to buy in our section 
of the Belt any low grades that we could ship to New York 
except at a serious loss, so you can readily understand that if 
the differences are lowered we would be just that much farther 
away from being able to buy spots for shipm«it to your market. 

It is our opinion that the be^t interests of the cotton trade 
demand a fair amount, if not a large stock, of cotton in all future 
markets, as it is in this way only that corners and squeezes can 
be averted from time to time. 

We trust that you will do what you can to counteract the sen- 
timent in favor of a revision at the next meeting of the revision 
committee. 

Yours, very truly, 

W. C. Craig & Co. 
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Fall River, Mass., Novemher H, 1906, 
Richard A. Springs, Esq., 

Cotton Exchange, New Yorh, N. Y. 

Dear Sir: I notice that you are one of the members of the 
revision committee of the cotton exchange, and write you regard- 
ing the differences which I think, for the safety of our exchange, 
should be made the 21st of this month. I do not think it is 
generally known by the members of the exchange that there is a 
tremenclous quantity of storm cotton, which is liable to find its 
way to the exchange this season, and a great part of this cotton, 
fully 1,000,000 bales, is of such staple that no spinner will buv 
it, and if it is stored on contract and remains in store any lengtn 
of time the exchange will have some heavy claims to pay, as 
the cotton will be ahsolutely unspinnable in a very short time, 
as the damp cotton will deteriorate very rapidly in store. For 
the safety of our exchange, it seems to me that it would be ad- 
visable to place the same differences on cotton that the New 
Orleans has made, and make our exchange one that the spinner 
can afford to trade in. 

Trusting that this will receive your attention, and simply 
writing you this as my opinion, I remain, 
lours, truly, 

C. II. Carr. 



New York, November 12 ^ 1906. 
R. A. Springs, Esq., 

Chairman Committee on Reoision, New York City, 

Dear Sir: In accordance with your request, I take this 
opportunity to express myself in favor of a revision of the spot 
quotations at the next meeting of the revision committee. 

I have talked with many members of the exchftnge, and with- 
out exception one and all have expressed themselves very 
strongly in favor of a revision. Last year one of my foreign 
correspondents told me that he had nedged 40,000 bales in 
New Orleans, because their contract was so much more satis- 
factory than ours. Of course it is needless to point out the 
fact that we are now likely to be deluged with low-grade cotton 
from the South and that our contract would be even worse this 
year than last. Is it not fair to suggest that the interest of the 
exchange as a whole, and not the interest of the few, should be 
considered? 

I can not but feel that the action of the revision committee at 
this time is fraught with great possibilities, either for the benefit 
or the lasting discredit of our exchanj2:e. 

Trusting^ that the matter will be given the careful considera- 
tion that it deserves, I remain. 

Yours, very truly, W. H. Judson. 
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K. T. Wilson & Co., 
Brokers and Commission Merchants, 

New York, November 19, 1906. 
Mr. Richard A. Springs, 

Chairman Revision Committee, 

New York Cotton Exchange, City. 
Dear Sir: Noticing in the papers that you desire communi- 
cations from those interested in the cotton trade as to what 
revision should be made, I would state that we are buying at the 
South strict middling at three-sixteenths cent above middling; 
good middling at three-eighths to one-half cent above middling; 
strict good middling at five-eighths to seven-eighths cent above 
middling. These differences you will notice are not much greater 
than the present differences existing in this market. 

As to low grades, however, we are freely offered strict low 
middling at three-eighths cent under middling; low middling at 
three-fourths cent under middling; strict good ordinary at about 
125 points under middling; middling tinges three-eighths cent 
under middling; strict low middling tinges three-fourths cent 
under middling; and you will notice that these differences are 
very much greater than obtain in this market. 
Yours, truly, 

F. B. Hawley. 



Columbia, S. C, November 16, 1906, 
Mr. R. A. Springs, New York, N, Y, 

Dear Sir: I believe you are chairman of the revision com- 
mittee. In my judgment, unless your committee makes a very 
radical reduction in the differences governing delivery of low 

grades, it will absolutely kill both legitimate and speculative 
uying in vour market. The entire cotton belt is full of low 
grades, and our New York contract will feel the weight of all of 
this cotton just as it is sold unless our differences are fixed at 
nearer spinning value of the cotton. 

I do not thimc that we ought to figure on differences there that 
would mean that New York would absolutely exclude these low 
grades from the market there, but I think the differences ought 
to be such that what little surplus of low grades that are carried 
over from this season that New York should carry the weight 
of only their share of this cotton. 

Now, as to the high grades — say, strict good middling and 
above — I doubt very much if these clifferences should be changed 
at all, for next season, if we have an early high-grade crop, then 
the New York market would have to take care of a lot of these 
high grades before the differences could be changed; but I think 
a very radical change should be made in the low grades, and 
then if we have a high-grade crop next year by the middle of 
November we can teu just about the proportion of low grades 
in the crop and can make such revision m clifferences there again 
as the next crop will necessitate. 

Yours, truly, M. C. Heath. 
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New York, November 20, 1906, 
R. A. Springs, Esq., 

Chairman me Revision CommiUee, 

New York Cotton Exchange, City. 
Dear Sir: We beg to mention the following as information 
which may be of value to your committee: 

Our recent advices from the South are to the effect that all low 
grades have advanced, relative to middling, considerably. Some 
of the low grades are selling to-day at from three-eighths to five- 
ei^ths cent better basis than a week to ten days ago. 

The following are extracts taken from letters received to-day 
from Messrs. Coate Brothers, Memphis. 

"At the present time low grades have advanced, relative to 
middling, considerably.'' 

"CIAffi (a low-grade standard mark) offered during the week 
as low as 0.40d off; no takers; there is now a better demand at 
O.lSd off." 

Yours, very truly, 

p. pro. R. H. Hooper & Co., 
J. C. Monier. 



New York, November 20, 1906. 
Dear Sir: The benefits accruing in consequence of the con- 
ditions brought about through the unwarranted grade differences 
that have been allowed to remain in force here during the last 
four years, because of being able to buy the low grades in the 
South at greater discounts than those fixed for the same grades 
in their relation to middling in the New York market, have gone, 
in the main, to a few actually as well as comparatively. Bring- 
ing cotton here under such circumstances ana delivering on con- 
tract has brought lai^e and sure profits to those engaged in this 
business, and the extent of gains in this way is, as we can see, 
alone limited by the amount of cotton brought here for the pur- 
poses stated, especially as during the past four weeks or more 
discounts on this character of cotton have been greatly increased 
in the South, as will be found according to the Quotations at the 
close yesterday of some representative spot markets there, given 
me to-day by telegram at my request. (See the same herewith.)** 

a The quotations here referred to are shown in the foUowing table furnished by BIr. 
Violett. The figures are in cents per pound. 





Middling. 


Low 
middling. 


Discount 

under 
middling. 


Good 
ordinary. 


Discount 

under 
middling. 


New Orleans 


10.66 
in .ii8 


9.44 


1 19 


a62 
a75 


1.94 


Galveston ... 




1 81 


Savannah 10. 66 


9.66 1 1.00 




Memphis 10. 62 


8.50 
8.09 
7.25 

laio 


2.12 


Houston 1 10. fiO 

Waco 1 10.62 


9.60 


1.00 


1.91 
3.37 


New York 


11.10 


10.72 


.38 


1.00 


(Comment Is unnecessary.) 
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Notice that good ordinary at New Orleans is 194 points below 
middling, or nearly $10 per bale discount. The discount, how- 
ever, in this market on good ordinary is only $5 per bale; the 
discount on low middling at New Orleans is $5.60 per bale, but 
ihe price allowed to those delivering cotton on contract to-day at 
New York for low middling is fS,70 per bale more than are those 
receiving for the same grade delivered on contract at New Orleans 
to-day.^ 

It IS not so much a question as to who is getting these benefits 
as it is that any member of this exchange should place himself in 
a position where such advantages can come to him through the 
arbitrary action of a few men. 

Can it be possible that ten or more members of this exchange, 
in their individual capacity, can refuse, to-morrow, in the face of 
evidence I am herewith presenting, to adjust the relation of low 
grades to middling, accordinjg to the commercial value of those 
grades throughout the South, as telegrams herewith show the 
latter to be? Is it possible that memoers of this exchange not 
enjgaged in bringing cotton here will allow, without protest, 
others to reap these advantages, as shown, on low middling, or 
$3.70 per bale, in favor of the deliverer here, as against the deliv- 
erer at New Orleans of the same CTade of cotton? It is unthink- 
able that a majority can be found so in control of a situation as 
to fly in the face of facts as they are herein presented, but should 
they do so it will bring about, I truly believe, and as I said in 
my letter of the 14th instant addressed to you, a serious situa- 
tion for the New York Cotton Exchange, from a legal point of 
view, and thus increase the prospects of litigation even over 
what they are already. 

I inclose copies of letters I have received from two members 
of this exchange in reply to my letter of November 14. Note 
what they say as to the business from their respective sections 
going to New Orleans. 

The Savannah letter is from a man prominently identified with 
the cotton interests of the South, and well known to many of 
our local members. The lessened volume of business in our 
exchange has been very noticeable during the past four months 
or more in consequence of the matters referred to, and with a 
continuation of the present preposterous discounts permitted the 
deliverer on contract there seems nothing in sight from my 
standpoint than that our business shall grow ''smaller by degrees 
and beautifully less.'' The first to feel the effects will be, of 
course, the commission firms, as they are already feeling it: 
then come the floor brokers, who represent now a large part of 
our local membership, and injury to them will, of course, be in 
proportion. 

I am strongly of the belief that just to the extent that great 
advantages are being derived by some of our members from the 
conditions referred to, just to that extent will the fight be made 
to hold on and perpetuate the same, regardless of consequences 
to the exchange as a body. 
Respectfully, 

Atwood Violett. 

o Italics as in original. 



212 COTTON EXCHANGES — GRADE DIFFERENCES. 

Waco, Tex., November 17, 1906. 
Mr. Atwood Violett, New York. 

Dear Sir: I beg to acknowledge receipt of your circular let- 
ter of the 14th instant, relative to duty of revision committee, 
• that is to meet within the next few days, to adjust differences 
on cotton contracts. I fully concur in every statement made 
by the minority members or that committee, and I unhesitat- 
ingly agree with every argument and suggestion made by you 
on behalf of adjustment of such differences; i. e., on. basis of 
commercial differences existing in spot markets. 

From the standpoint of a broker I think I can state without 
denial that under the existing differences now in effect in the 
New York Exchange no exporter of spinner would under any 
circumstances accept or hold a contract for delivery in the 
New York market. 

The whole truth of this matter as it appears to me is that 
instead of the New York Exchange making some effort to make 
the New York market a spot market, and by so doing increase 
largely its spot business as well as enhancing the value of its 
membership seats, it is instead a mere dumping ground for all 
the low-grade trash that the South can not self or use and the 
other markets of the world will not have. 

I suppose I would be safe in assuming that out of your certifi- 
cated stock to-day, say 69,000 bales, not more than one-third 
of this amount would oe tenderable on contract as defined by 
the New Orleans Exchange. Another important matter, it 
seems to me, is that the New York Exchange is losing a large 
amount of its hedge business on this account solely; I know 
this from our own ousiness, for much of our hedge business is 
now going to New Orleans where it formerly went to New York. 
I trust you (or the minority of committee) will be successful in 
convincing the entire revision committee in adjusting differences 
on basis of your suggestion. I should be glad to add 'my vote 
to accomplish this object if it be needed. 

In conclusion I desire to congratulate you on the clear and 
concise manner in which you have placed the matter before the 
board of managers. 

Very truly, yours, 



Savannah, Ga., November 19, 1906. 
Atwood Violett, Esq., New YorJc. 

Dear Mr. Violett: Your circular of the 14th instant 
addressed to my firm has been read by me with a great deal of 
interest. 

I want to thank you for the stand you have taken against 
the action of the revision committee oi the New York Cotton 
Exchange. The present contract of the New York Cotton 
Exchange is nothing less than a gigantic humbug. If you can 
discover and expose the source from whence the revision com- 
mittee derive authority for doing things so detrimental to the 
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interests of the exchange as a body and the cotton trade in 
general you will have performed a very valuable service. 

Please pardon my writing you this personal letter. I felt 
impelled to do so because me views expressed are so exactly 
in accord with my ovm. 

Yours, truly, . 

It will be recalled that the by-laws of the New York Cotton 
Exchange provide that the revision committee, in addition to receiv- 
ing suggestions and opinions of the sort above presented, shall also 
receive a report from the committee on spot quotations as to the 
state of the market. It appears that at the meeting of November, 
1906, no formal report was submitted to the revision committee by 
the committee on spot quotations, this provision of the by-laws hav- 
ing been more or less of a dead letter. Constructively, it might be 
argued that the revision committee had such a report, inasmuch as 
that committee included some members of the committee on spot 
quotations. As a matter of fact, the committee on spot quotations 
of the New York Cotton Exchange does not quote any grade except 
middling. 

Section 4. Analysis of information submitted to the committee. 

As previously stated. Superintendent King, of the New York Cot- 
ton Exchange, from the data furnished by southern cotton exchanges 
and merchants, compiled a table of grade differences in the various 
southern markets reporting quotations, and of averages of such 
differences, for the use of the revision committee. A copy of the 
table follows. 
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Table 19.— LIST OF GRADE DIFFERENCES OFFICIALLY SUBMITTED TO THE REVISION 
COMMITTEE IN NOVEMBER, 1906, AND COMPILED FROM DATA FURNISHED FROM 
SOUTHERN MARKETS. 



Market. 



Ports: 

Oalveaton 

New Orleans . 

Mobile 

Savannah 

Charleston . . . 
Norfolk 



On. 



y^ 



On. 
I 
B 



§ 
^ 









g 






Averages (ports) . 



l_ 



On. 
I 



101 

n 
n 

10| 



M i*»A 



Og. Off. 

1 Hi 

1* Mi' 

I H 

XI ..... 

* '*, 

A 1^ 



On. Off. 



1; 1^. 



r—r- 



^1 ::l ^s 

5 ^ ;3 



ojr. o#. Of. 



n f li 



Interior towns: 

Houston 

Shreveporta 

Little Rocka 

Ylcksburg | lA 

Natchez o \ 

Memphis 

Montgomery a 

Selmao 

Columbus, Qa. o 

Maoona 

Albany <» 

Augusta 

Atlanta a *. > 

Charlotteo ' 

Lancastera } 

Columbiao 



I 



I 



H, 



Yaioo City . 



I 



r 



Averages (interior towns) . 

Simple averages, all mar- 
ketse 

Averages all markets In 
decimal equivalents L 31 



liV 



.81 



r: 

i! 

i 
f 

i 
i 
i 

i 
i 

i 
i 



loA 
101 
H 
lOA 

10 
101 
9i 

h\ 

H 

n 

H 



i 



»! 



1 

i 

1 

ir 
11 

i 
i 

|i 
I 

h . 
f 



m 

^^i 

II I 

Hi A 

IJI 

2i , (ft) 



li; 



i 



IJ (6) 
i i 

f i 

Ift 



i! 



H U (ft) 



t 

i 
U 
1 

i 



li 
i| 
U 
li 

2 

li 
H 
11 

I 



i 



J 

i 
IJ 



i 10* 



A 

7 I 



91 



1| 2ft 



ii If ' i A lA' « H 

i lA, * ^\ ^^\ H li 

.88 1.56 ' .13 .31 tl.W .60 1 50 



a Quotations (or the^se markets furnished by individuals or firms; those for All others by the respertlve 
cotton exchanges, 
ft Same as middling, 
c Computed by Bureau to nearest sixteenth of a cent. 

The differences existing at the time the committee met, and those 
estabHshed by the committee have already been given in Table 2, 
on page 120, but for convenience in the following discussion are here 
repeated. 
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Tablb 20.— changes in CONTRACT DIFFERENCES MADE BY REVISION COMMITTEE 
OF NEW YORK COTTON EXCHANGE, NOVEMBER 21, 1906. 



Grade. 



Fair 

Strict middling fair 

Middling fair 

Barely middling fair 

Strict good middling 

Fully good middling 

GoodmlddllBg 

Barely good middling 

Strict middling 

Middling 

Strict low middling 

Fully low middling 

Low middling 

Barely low middling 

Strict good ordinary 

FuUy good ordinary 

Good ordinary f... 

Strict good middling tinged. 

Good middling tinged 

Strict middling tinged 

Middling tinged 

Strict low middling tinged. . . 

Low middling, tinged 

Strict good ordinary tinged. 

Fully middling stained 

Middling itolned 

Barely middling stained 

Strict low middling stained. . 
Fully low middling stained. . 
Low middling sUtned 



Differences 

prior to 

Nov. 21, 

1906. 



Genu. 

L30op 

L13on 
.96 on 
.79 on 
.62 on 
.53 on 
.44 on 
.33 on 
.22 on 
Basis. 

..14 off 
.26 off 
.38 off 
.55 off 
.72 off 
.80 off 

LOO off 
.30 on 
(«) 

.06 off 
.12 off 
.34 off 
.50 off 
.84 off 
.42 off 
.50 off 
.78 off 
LOO oil 
L 28 off 
LfiOoff 



Differences 

establislied 

Nov. 21, 

1906. 



CeiU9. 

2L00on 

L75on 

L50on 

L25on 

LOO on 

.88 on 

.76 on 

.57 on 

.38 on 

Basis. 

. 14 off 

.32 off 

.60 off 

.70 off 

.90 off 

L 07 off 

L 25 off 

.30 on 

(«) 

.00 off 
.12 off 
.46 off 
.90 off 
L 25 off 
.42 off 
.50 off 
.78 off 
L 50 off 
L 75 off 
2. 00 off 



Increase. 



New Orleans 

differences 

' Nov. 21, 1906. 



CenL 

a 70 

.02 
.54 
.46 
.38 
.35 
.32 
.24 
.16 



Percent. 


Cent: 


53L8 


LOO on 


54.9 
5flL3 




LOO on 


58L2 




6L3 




66lO 
72.7 




.60 on 


72.7 




72.7 





0.0 , 

2ai ' 

3L6 I 
27.3 
25.0 I 
24.4 
2&0 
0.0 



1. 13 off 



0.0 
0.0 
35.3 

8ao 

4&8 
0.0 
0.0 
0.0 
4L5 
36.7 
3a3 



L 94 off 



o Value of middling. 

Commercial differences for low middling. — The most im- 
portant grade to be considered is low middling, for which, as already- 
stated, the revision committee fixed a difference off of one-half cent, 
an increase from 0.38 cent previously in force. The difference for low 
middling reported by four markets — Charleston, S. C; Selma, Ala.; 
Columbus, Ga., and Augusta, Ga. — was only one-half cent (50 points) ; 
that, at Macon, Ga., only 0.38 cent, and that at Norfolk, Va., only 
0.44 cent; while at Lancaster, S. C, it was given at from one-half to 
three-fourths of a cent. All these markets, except Augusta, how- 
ever, are comparatively small, and several of them, moreover, 
have a basis of classification radically different from that of the New 
York Cotton Exchange. Thus, the classification of Augusta is one 
of the highest in the country and grade differences are not directly 
comparable with those of most other markets. The Charleston 
dasdfication hkewise does not permit of direct comparison with the 
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New York standard, nor does that of Savannah, which is the same 
as at Liverpool, and consequently higher for low grades than the New 
York basis. The Norfolk market is practically out of the cotton belt, 
and is generally regarded as reflecting conditions at New York rather 
than those in the great spot-cotton markets of the South. 

In other words, the revision committee of the New York Cotton 
Exchange could with justice have largely ignored the quotations in 
the seven markets mentioned, and in any event should not have used 
these quotations without making some allowance for their lesser 
importance, and particularly for the Jiflferences in classification. 

On the other hand, in the great markets which handle the bulk of 
the crop the commercial differences for low middling ranged from 
three-fourths of a cent to If cents, or 75 to 138 points. The average 
difference at New Orleans, Galveston, Savannah, Houston, Little 
Rock, Montgomery, and Memphis was IJ cents (113 points). Even 
including the smaller points given in the table, the average differ- 
ence at 6 ports was 88 points; the average difference at 15 
interior markets was the same. Such average figures are not 
altogether satisfactory, not only because of differences in classi- 
fication, but because the great markets handling the bulk of the 
crop are properly entitled to more consideration than are some 
of the small interior points. At New Orleans, the most important 
spot market, the difference was IJ, cents (113 points). Instead 
of basing its revision on differences in the great markets of the coun- 
try and those whose classification was most nearly in line with that at 
New York, or even on an average of all markets, the revision com- 
mittee adopted one-half cent (50 points) for low middling, which was 
the smallest difference shown in the list, with the single exception of 
that at Macon, a small market. The average of 113 points for the 7 
leading markets above mentioned would have been a much fairer 
basis. 

Commercial differences for good ordinary. — The commercial 
differences reported for good ordinary cotton in the southern markets 
included in the table likewise showed considerable variation; but 
again the narrowest differences were furnished by small markets, or 
markets which on account of distinctive classifications were not fairly 
representative. For the great southern markets the differences 
for good ordinary were in nearly every case at least If cents (163 
points) off, and generally were nearer 1 J cents (188 points) off. Even 
including the smaller markets, the average difference was l-f^ cents, 
or 156 points. This average, however, undoubtedly was not repre- 
sentative, and had the committee aimed to establish a difference 
which woidd fairly represent the real difference for that grade in the 
great southern markets it should have placed it at approximately 
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IJ cents (188 points) off. Instead, the committee, as already shown, 
made the difference for good ordinary only 1\ cents or 125 points off. 

Differences for high grades. — Comparatively few southern 
markets reported differences for any grades above middling except 
for good middling. This was largely due to the scarcity of extremely 
high grades in the 1906-7 crop. The larger southern markets, it 
may be noted, reported a difference on for good middling of about nine- 
sixteenths to five-eighths of a cent, or about 60 points, and the average 
for all markets was only seven-sixteenths of a cent, or about 44 points. 
This was exactly the difference which had been in effect in New York 
for that grade since November, 1902. The revision committee in 
1906, however, raised the difference on for good middling to 76 
points, or a little more than three-fourths cent, although a difference 
as large as this was reported by only one market in the 22 repre- 
sented in the accompanying table. The increase in the difference 
for this grade in the face of generally smaller commercial differences 
only serves to emphasize the arbitrary action of the committee in 
establishing narrow differences for low middling and good ordinary 
in the face of much wider differences for these low grades in southern 
markets. The differences for good middling in some southern mar- 
kets were, however, somewhat nominal, owing to the scarcity of that 
grade. 

Alleged inaccuracy of southern quotations. — Some members 
of the committee, in defense of their action, asserted that the quotas 
tions reported from some southern markets in the above table were 
not the prices at which cotton was actually selling. This assertion 
amounts substantially to a charge either that the great spot markets 
of the country were issuing false quotations of cotton, or, what 
amounts to the same thing, that they were issuing such prices on a 
false standard of grade; and that the prices quoted for the lower 
grades were too low. 

In view of repeated assertions that southern spot quotations in 
November, 1906, were thus incorrect, the Bureau made a special 
effort to ascertain the actual sale prices of cotton in the New Orleans 
market at that time. The result of this investigation leaves no doubt 
that the quoted differences of these low grades in that market were, 
generally speaking, not too wide. The quoted difference for low 
middling on November 21 was 1.13 cents off and for good ordinary 
1.94 cents off. 

The books of one firm showed that it had given its buyer in Mobile 
the following limits for his bids in buying cotton on November 15, 
1906: Liverpool fully middling, 28 points on New Orleans January 
quotations; Liverpool middling, 3 points off New Orleans January 
quotations; Liverpool low middling, 103 points off New Orleans 
January quotations. These limits were for cotton f. o. b. New 
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Orleans. Liverpool fully middling cotton is but little better than 
New Orleans middling, while Liverpool low middling is distinctly 
better than New Orleans low middlmg. These figures, translated 
into American terms, show a difference of about 130 points between 
a good style middling and low middling, and the comparison fully 
sustains the New Orleans quoted difference of 113 pomts off for low 
middling in November, 1906,' on its own classification as not being 
too wide. 

Again, on the same date (November 15, 1906), the records of this 
fu-m showed that an interior buyer had been given the following 
limits: Liverpool fully middling, 25 points on New Orleans January 
quotations; Liverpool low middling, 94 points off New Orleans 
January quotations. These limits were somewhat narrower than 
those given to their Mobile buyer, and, translated into terms of 
American classification, give almost precisely the official difference 
of the New Orleans Cotton Exchange for low middling off middling 
at that time, namely, IJ cents. 

The records of a leading factorage firm showed that on November 
12, 1906, they sold 71 bales of full style low middling, New Orleans 
standard, heavy body, at 9 cents, when the quotation for low mid- 
dling on the New Orleans Exchange for that date was 8f cents. On 
November 13, 1906, this firm sold 99 bales of average fully good 
ordinary heavy body, which means that it was substantially better 
than good ordinary, at 8iV cents; the New Orleans quotation for 
good ordinary was 7 } J cents. On the same date they sold fully low 
middling at 9 c^nts, and strict good ordinary to low middling at 8| 
cents. All of this cotton was river cbtton, wliich ordinarily sells at a 
substantial fraction above the quotations for uplands. 

The figures above quoted, therefore, indicate that the differences 
for low grades officially quoted in New Orleans in November, 1906, 
instead of being too wide, were, if anything, rather narrow. 

A prominent buyer in the New Orleans market said in this connec- 
tion: 

Our records show that we bought on November 21. 1906, 200 
bales of low middhng, fair color, Liverpool class, ana Liverpool 
classification, at 9.40 f. o. b. ship side, weights and grades guaran- 
teed through. Low middling. New Orleans class, was quoted on 
the board that day at 9J cents. 

On November 22 we bought 300 bales, of the same grade, 
terms and conditions the same, at 9.37. Low middling was 
quoted on that day at 9i cents. 

On December 27 we bought 200 bales, of the same grade, 
terms and conditions the same, at 8.73. Low middling was 
quoted on the New Orleans board that day at 9J cents. 

You will note that I stated that the cotton was for delivery 
f. o. b. ship side. The cost of delivering f. o. b.. ship side is 
about 20 pointS; which would make the prices named above 20 
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points less^ and again Liverpool low middling is a better grade 
than Amencan low middling, or we will say low middling accord- 
ing to the New Orleans standard. 

I ou will note that I stated that the grade bought (low mid- 
dling) was fair color. It is generally understood that low mid- 
dling is only fair color in almost any market; in fact, we never 
sell low middling and guarantee good color, and these contracts 
referred to above are guaranteed through to the other side by 
the parties we bought from; hence you will see that we were buy- 
ing these lowgracfes far below the quotations of low middling in 
this market on the days mentioned. In fact, I do not hesitate 
to say the greater part of last season the low grades in this 
market were quoted too high as compared to middling; in other 
words, the differences should have oeen greater, and the best 
evidence of that fact is that the contract market continually 
sold at a big discount under the price of middling cotton, and if 
would not have done so had the low grades been quoted at wider 
differences from middling than they were. 

The good grades commanded a big premium all the season; 
hence no one can say that it was on account of good grades 
being quoted too wide, as just the reverse conditions prevailed 
to the good grades; they were quoted if anything too narrow. 

The above transactions leave little doubt that the quotations in 
the New Orleans market, as furnished to the New York Cotton 
Exchange in November, 1906, fairly represented the actual selling 
prices of cotton at New Orleans or in any event that the official dif- 
ferences off for low grades at New Orleans were not too wide. 

Alleged lowering of standards in southern markets. — 
Admitting that the prices reported by southern markets to the New 
York Cotton Exchange in November, 1906, fairly represented the 
actual sale prices, the further contention was made that there was a 
disposition in the South in the season of 1906-7 to lower ideas of 
classification, so that cotton which in that year was called low mid- 
dling was really of a lower grade, and consequently that differences 
reported in southern markets exaggerated the differences for the true 
standard of low middling. In so far as sales in southern markets 
were made on the basis of the Liverpopl classification, this contention 
can easily be disposed of, for the Liverpool classification is well 
known in the cotton trade to be distinctly higher for the low grades 
than either the New York or New Orleans classification. It has just 
been shown that low middling cotton, Liverpool classification, was 
quoted in November at New Orleans at about 100 points off the quo- 
tation of middling on the same basis. Since low middling, Liver- 
pool classification, is substantially a better grade than the recognized 
standard of low middling at New York or New Orleans, there can be 
no reasonable doubt that the New Orleans quotation of li cents off 
for low middling cotton in November, 1906, was warranted. 

It is probably true, however, that there was some lowering of 
standards in some southern markets in the crop year 1906-7. That 
3322^-08 16 
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standards in the New Orleans market itself in that season were below 
those of normal years was the expressed opinion of one of the largest 
cotton merchants in that city, who said: 

I do not hesitate to say that our types this year, principally of 
the lower grades, are qmte weak. In other words, our low mid- 
dling cotton and the ^ades below, in my opinion, are not quite 
up to what they ought to be. 

It should be noted that the quotations for low middling in New" 
Orleans in November, 1906, were for cotton of good color and not 
for strictly white cotton. In this coimection a merchant in the 
New Orleans market said: 

In November, 1906, low middling. New Orleans standard, was 
selUng at quotations. It is true that an order for low middling 
white cotton could not be filled at the differences quoted, but 
low middling almost always carries a Uttle color, and our quotas 
tions are for the low middling selUng on the market. 

Offers may have been made for low middling at less differences 
than quotations, but if they were there is no doubt they were for 
a style of low middling not to be had. Such offers are made for 
effect. It is well known that all low cotton carries some color, 
and the New York types for low middling cotton carry color. 
The New Orleans contract calls for fair color on good ordinary 
and good color on other grades, and off-colored cotton is accepted 
at its value. 

As a matter of fact, there was very little really white cotton in the 
1906-7 crop in the grades below middling. If southern markets 
lowered their ideas of grade somewhat, it is practically certain that 
the same thing occurred in New York. As will be shown in a later 
part of this report, complaints of lax classification by the inspection 
bureau of the New York Cotton Exchange are common, while in the 
case of New Orleans complaints are generally that the classification is 
too rigid. 

Personal knowledge of actual differences by members of 
THE committee. — Furthermore, in spite of any inaccuracy that may 
have existed in quotations in particular southern markets in Novem- 
ber, 1906, it is certain that members of the committee generally knew 
that the differences established by them were out of line with those 
existing for similar grades in the South. Indeed, some members of 
the revision committee, or their firms, were at that time buying cotton 
in the South at much wider differences grade for grade than those 
which they thus established. By reference to page 283 it will be 
seen that one New York Cotton Exchange firm, which was repre- 
sented on the committee, was in October, 1906, offering to buy low 
middling cotton, Liverpool classification, at ly\ cents ( 144 points) off 
good middling, and good ordinary cotton, Liverpool classification, at 
3 J cents (313 points) off good middling. At the same time they 
offered to buy middling cotton at seven-sixteenths cent,. or 44 points, 
off good middling. In other words, the differences based on middling. 
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Liverpool classification, as shown by these offers, were 100 points off 
for low middling and 269 points off for good ordinary. These offers, 
moreover, were made on October 15, or more than a month prior to 
the meeting of the revision committee of the New York Cotton 
Exchange. During this interval, as already shown, there was a 
general increase in the differences off for low grades. In view of 
the fact that the differences with respect to quality between low 
middling and good ordinary cotton, respectively, and middling 
under the Liverpool classification are decidedly less than in the case 
of the New York classification, these wide differences off for these 
two low grades at this early date are convincing evidence that the 
unusually wide differences shown by southern markets, based on so- 
called American classification, were amply justified, and this allowing 
for the fact that these were " basis'' offers and not for even-running 
cotton. Still, again, the letter submitted to the revision committee 
by F. B. Hawley,** representing one of the leading spot-cotton firms 
of the New York Cotton Exchange, which also had a representative 
on the committee, only two days before the committee's meeting, 
stated that this firm was then buying low middling at three-quarters 
of a cent under middling, and strict good ordinary at 125 points off 
middling. Since good ordinary usually takes a difference in New 
York of about 30 points greater than strict good ordinary, this would 
have indicated a difference for good ordinary of about 155 points, 
whereas the difference actually established was only 125 points. More- 
over, the other information before the committee indicated that the 
differences reported by this firm were really too small. 

It is, therefore, absolutely certain that the revision committee of the 
New York Cotton Exchange at its meeting on November 21, 1906, was 
fully advised that the actual differences for low grades in the South 
were at that time very materially greater than the differences which 
the committee proceeded to establish. 

Maintenance of stock of cotton at New York possibly 
CONSIDERED. — ^It is worth pointing out that the maintenance of a stock 
of spot cotton in the New York market may have been one considera- 
tion influencing the committee's action. In this connection the first 
paragraph in the letter of W. C. Craig & Co. to W. R. Craig & Co. 
(given on p. 207) is suggestive. This paragraph was as follows: 

In reply to your letter as to how we would look on a revision 
of the grades between middling and the lower grades, will sav 
that it is merely a question as to whether or not New York 
merchants want consignments of spot cotton. If they do want 
consignments of spot cotton, then we think it would be unwise 
to revise the differences as they exist at present. However, if 
they do not want consignments of cotton, then we would advise 
them by all means to lower the differences between middling 
j and the grades below. 



I 



o See page 209. 
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The same idea was also clearly brought out in a letter of C. W. 
Butler & Co. to W. R. Craig & Co., which contained the following 
statement: 

We do some little hedging on both purchases and sales of spot 
cotton with you, and are firmly of the opinion that any alteration 
or change in the differences as they exist in your market would 
be greatly against the safety of our hedges both now and in the 
future, for the reason that any widening of differences in low 
grades would prevent an accumulation of stock in New York 
and at the same time create a demand for the stock that is there, 
making a legitimate cotton merchant of the South always fear 
the possibility of a squeeze. 

This matter of maintaining a stock of cotton at New York is dis- 
cussed elsewhere (see p. 247) and need not be referred to here. It is 
there shown that this consideration could in no way justify the estab- 
lishment of improper differences. 

Section 6. Explanation by members of the committee of their votes. 

Members of the revision committee were afforded an opportunity 
to make such explanation of their votes as they might desire. Their 
defense of their action is stated, in substance, in this section. Most 
members of the committee contended that they had not confined 
themselves exclusively to a consideration of conditions actually 
existing in southern markets at the time of their meeting, but that in- 
stead they had aimed to take into consideration the general character 
of the crop and the probable movement of differences throughout the 
balance of the crop year. It should be remembered that the deci- 
sion of the committee arrived at in November was, under the by-laws 
of the exchange, binding until September of the following year. 
Some members of the committee stated that in their opinion the 
information submitted to them in November exaggerated the real 
conditions, and that they endeavored to allow for this in efforts to 
forecast the differences which would probably prevail, during the 
ensuing ten months. A further contention was that the crop was 
seriously damaged by storms and other unfavorable weather condi- 
tions occurring subsequent to the. committee's meeting. 

One member of the committee, when asked how it happened that 
the differences were established so far out of line with those in south- 
ern markets, said: 

We made the difference a half cent for low middling. That was 
as wide a difference as we had ever had so long as the New York 
Cotton Exchange has been in existence, almost. Now, that was 
in November. We knew that some southern points were quoting 
it at three-quarters off, but we were of the opinion — at least the 
bulk of us — that that was done to a certain extent for effect. We 
thought that the damage done by the storm was overdrawn. It 
would have been overcurawn but for another storm which came 
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along shortly after our revision and gave the finishing touch to 
the entire crop. I, personally, although I did argue for some- 
what wider differences, but not extreme, never thought that a 
half cent for low miadling was questionable. * * * Our 
differences, then, would have been justified but for the fact that 
we got another storm that gave the finishing touches. That has 
never been known in the history of cotton as long as I have known 
it — never. It was nothing but rain, rain, and frost. 

Another member of the committee, who is also a member of a large 
spot-cotton firm, said : 

The committee established differences on .the lower grades at 
the lowest point that they had been in the last thirteen years, 
and in some cases lower tnan they had been in the last thu-teen 
years. Unfortunately — I think it was three days after the revi- 
sion committee met — they had another very violent storm 
throughout the South which gave us a superabundance of very 
low grades, which made the differences as established by the revi- 
sion committee uncommercial. 

A merchant who, though not personally a member of the committee, 
had a representative upon it, said: 

Probably they felt that the differences in the southern markets 
represented an extreme not justified by the amount of low-grade 
cotton in existence at the time. The revision did not meet with 
my approval. I favored at least three-quarters of a cent 
between low middling and middling. * * * i did not believe 
that there was the amount of low cotton in existence which was 
brought about by the storm subsequent to the November revi- 
sion. I was not a member of the committee, but I exerted all my 
influence to bring about a revision on the oasis of about three- 
auarters of a cent between low middling and middling, and 
tnought that I had secured it, and was surprised and disappointed 
at my failure to bring about this result. 

Another member of the committee, also engaged in the spot-cotton 
business, said: 

We had the greatest difficulty in getting an intelligent state- 
ment from southern markets as to what was really the difference 
between middling and low middhng. 

Another member of the committee who originally voted against 
any revision: 

When the differences were established on the cotton exchange 
last November the idea was not to widen them any more, because 
it was considered that the spinning value between low middling 
cotton and middling cotton was, at an extreme, about a half 
cent; that was the idea. There never was such a season as 
resulted, and I do not think that the people generally realized 
how bad the crop turned out. * * * My impression is that 
they [the committee] did not follow the differences in the South 
exactly. They can not do it, you know, because they only make 
the dinerences twice a year. If they make the differences on the 
first or middle of November, for instauce,they have to take into 
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consideration what the differences are likely to be for the rest 
of the season — not only what the differences are at that time, but 
what they are likely to be for the rest of the season. * * *^ 
Of course, it is a good deal of a guess. 

Another member who also at first opposed any revision whatever: 

It was November. Low grades were selling very cheap at that 
time. No member of the committee could tell how much of that 
low-^ade cotton there was. If it had disappeared in the course 
of thirty days, the differences on the low graaes would have gone 
back where they were before. * * * The difference between 
foresight and hindsight is so different. * * * You must 
realize the fact that when we were making those differences in 
November we were making them to run for ten months. * * * 
Of course, when any one grade is plentiful it is cheap. That, of 
course, goes without saying, and those grades seemed to be 
extremely plentiful at the time, but there was no way of telling 
how they were going to be later on. We are not instructed 
to follow existing differences in any of the markets. In fact, 
there are no instructions to that committee at all to guide them 
as to what method to pursue in the matter of making up differ- 
ences. It is a sort of go-as-you-please affair. 

Another member of the committee who was also opposed to any 
revision : 

There was a comer or squeeze in November and in October, 
1906, and I tried all over the United States to bring cotton here 
at the differences then existing, but could not do it. I had 
thought that if we could not brmg cotton here under those con- 
ditions, how on earth could we bnng it here with three-quarters 
of a cent off? It was tight in October and November, and 
when that revision committee met about every contract on 
earth was o\vned by a few men in Liverpool. You could not 
get cotton here. * * * j g^jj that in view of the fact that 
they could not bring cotton here then it was foolish to think of 
changing differences at all. Those were my reasons, and I have 
vet to be convinced that the committee made a mistake. * * * 
1 feel oertain that the most drastic revisionist on that committee 
only asked for three-quarters of a cent a pound off middling for 
low middling. 

That [referring to the quotations collected by the superin- 
tendent of the exchange] is as worthless as anything can pos- 
sibly be; that is, from the point of view of a cotton man who 
knows the various markets in the South. In the first place, 
you see Augusta quoted middling cotton, and Augusta middling is 
American strict middling to good middling; it is Liverpool good 
middling. Now, you take Memphis — they quote cotton there 
low middling and strict middling, but so far as I know they have 
not any types in Memphis and in the South that are recognized. 
Go into a factor's office, and it is a rare thing to get him to admit 
that any cotton is lower than middling. Go to Vicksburg; 
they have no types of cotton there. In Houston they have no 
types. In Dallas they have no types. '^Ijow middling" is the 
generally recognized term for low-grade cotton. Now, what 
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value is that to a revision committee when here we have our 
standards? New Orleans (quoted low middling cotton at H 
cents oflf last year, off middling. I do not believe that there was 
ever a time from the first day of September up to this when they 
could match our box of low middling cotton at 1^ cents on 
middling. 

Still another member said: 

Some of the committee thought no revision should be made, on 
the theory that reports were exaggerated as to the quality of the 
crop, and that later in the season the wide differences on the lower 
grades would adjust themselves and become narrower; and even 
those members of the committee who favored, you might say, a 
radical revision thought that 75 points, for mstance, on low 
middling off middling would probaoly be sufficient, whereas at 
the time the differences in the southern markets were consider- 
ably wider. As a matter of fact, there was a compromise in 
the committee and the difference was made 50 points for low 
middling off middling, when about half the committee thought 
it shoula have been made about 75 points, which, as subsequent 
events proved, would have been entirely too low. In other words, 
the past year has been an abnormal one, which nobody could 
foresee — even those of the committee who believed that a much 
wider revision should have been made at the time. * * * 
They [the opponents of the revision] did not justify that revision 
otherwise than to take the ground that this wide difference was 
only temporary and that later in the season the difference would 
again narrow, and that, therefore, this committee would show 
the best judgment by taking the broad view that in making a 
revision for the year they must not make too wide a revision. 

Another member of the committee : 

The committee made a wider revision than had been known for 
twenty years for all low grades, with the exception of one grade, 
and that was within twelve points of the widest difference ever 
known in that period. I thought that the revision was a fair and 
proper one, but subseauent storms and frosts, owing to the late- 
ness of the crop, addea an enormous quantity to the low grades, 
which would, nad this been foreseen, have made wider differ- 
ences advisable. * * * No one could foresee the character 
of the weather that was to prevail subsequently, and which 
added materially to the quantity of low-grade cotton. Then, 
again, there were peculiar trade conditions — the enormous con- 
sumption of high-class goods in a so-called civilized country 
which used a higher class of goods than ever before. 

In connection with these statements of members of the committee 
it may be noted that Henry Schaefer, of Seigfr. Gruner & Co., sub- 
mitted a very urgent letter against any revision whatever ; ^ and that 
William R. Craig, a member of the committee who was prevented 

aSee page 203. 
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from attending on account of illness, at that time argued in a writ- 
ten communication against a revision, saying: 

It would be about as sane for our committee to base the dif- 
ferences for the next ten months on present conditions as it 
would be for the South to try to sell its cotton on the basis of a 
comer in the New York market. * * * j believe that the 
present differences are very nearly correct, and as soon as the 
comer conditions in the South in the high grades are relieved 
and the spinners begin to consume the lower grades, which must 
come witnin a very short time, the existing differences in the 
South will return to their normal conditions, which, as I have 
said, I believe to be very near the New York differences as they 
exist to-day. 

The letters to Mr. Craig^s firm from southern correspondents, also 
submitted, were, of the same general tenor. 

In considering these communications it was proper for the com- 
mittee to bear in "mind that both Mr. Schaefer and Mr. Craig were 
extensively interested in spot cotton, and that, as holders of a large 
amount of spot cotton against which they might have sold contracts, 
their personal interest might be to prevent a revision which would 
increase differences for low grades or narrow differences for high 
grades, since this would of course reduce the value of their cotton 
when finally delivered on subcontracts. This circumstance could 
very properly, and, in fact, should, have been taken into considera- 
tion by the revision committee. 

Attempts to forecast future differences mere guesswork. — 
The argument that the members of the committee expected, or 
hoped, that differences established by the committee would prove 
correct before the end of the season is an extremely interesting one. 
It amounts to this, that the revision committee of the New York 
Exchange, or at least a majority of its members, assume that the 
intent of the rules is that they shall estabUsh differences between 
the grades in the cotton crop — the annual value of which has for 
years exceeded $500,000,000 and which directly affects a vast popu- 
lation throughout the entire South and more or less directly affects 
the entire world — on the basis of guesswork, for no one can do more 
than guess at the differences months in advance. This guessing con- 
test, moreover, is left, not to unprejudiced parties, but largely to 
individuals who are subjected by their personal interests to enormous 
temptation to guess for their own benefit instead of for the interests 
of the exchange and the cotton trade as a whole. Furthermore, 
the fact that later in the season differences may return to the basis 
established by the committee is no answer to the objections to the 
system, since this does not prevent the contract price in the mean- 
time from going to an abnormal discount, and thus causing heavy 
loss. 
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Admitting that all members of the revision committee were actu- 
ated by the sincerest of motives, and that they aimed to guess at 
diiferences for ten months ahead, there can be no more telling con- 
demnation of such a system of guessing than that contained in the 
ultimate result of the November, 1906, meeting. As shown else- 
where, the guesses of the committee, if such the revisions be consid- 
ered, in previous years have likewise been frequently wide of the 
mark, with consequent disturbance of the normal relation between 
the contract and the spot markets. 

Damage to the crop after the revision. — From the statements 
of members of the revision committee, already quoted, it will be seen 
that several of them insisted that the cotton crop was seriously dam- 
aged after the meeting of November 21, 1906. 

While it is true that the character of the crop was lowered by 
unfavorable weather conditions occurring after that date, there can 
be no possible doubt that the crop had been very seriously damaged 
long before that time, and that the revision committee of the New 
York Cotton Exchange had convincing information before it to this 
effect. There was no question, therefore, that the general character 
of the crop was lower than it had been for years, for a large part of the 
crop had been picked at the time the committee met, and the condi- 
tion of the unpicked portion of the crop was known to be, in the main, 
very low. The committee could not possibly defend its action on the 
ground that it did not know the crop was damaged. The contention 
of members of the committee that they failed .to comprehend fully 
what would be the ultimate effect of such damage on grade differences 
does not relieve them of responsibility for disregarding the effects 
already clearly manifest. These effects had already been shown in 
current spot prices in southern markets which were reported to the 
committee, and it was a gratuitous assumption on the part of the 
committee to hold that merchants generally had overestiijiated the 
importance of the injury to the crop in establishing such spot prices. 

It doubtless would have been too much to expect the revision com- 
mittee to foresee the still further widening in commercial differ- 
ences which took place later in the season. But at the time the com- 
mittee met the differences off for low grades in southern markets were 
unusually wide, and members of the committee undoubtedly knew 
that if they failed to increase the differences for these grades in the 
New York market the result would be to send the contract price to a 
further discount as compared with the spot price of middling, at least 
for the time being. 

Alleged corner in November contracts. — It will be noted that 
one member of the revision committee asserted that there was vir- 
tually a comer or squeeze in November contracts in 1906, and that he 
was much impressed with the fact that this squeeze had failed to 
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attract cotton from the South to New York. It was argued that if 
low-grade cotton could not be shipped and delivered on contracts at 
the narrow differences existing, and particularly when the basis con- 
tract price wfiS thus unusually advanced, then it would be useless to 
talk of such shipments if differences for these low grades were made 
still greater. 

That the November position in the New York market in 1906 was 
subjected to a moderate squeeze is clearly indicated by the fact that 
the quotation for the November delivery was at a substantial pre- 
mium over the quotations for succeeding delivery months. Under 
normal conditions the reverse should be true, because the carrying of 
cotton involves expenses for warehousing, interest, and other carrying 
costs. Normally, and particularly in November when there is an 
ample supply of cotton in the South, the price of spot cotton should be 
lower than the price of distant future deliveries within the same crop 
year, on account of such carrying charges. On the other hand, if the 
stock of cotton in New York is small and the future market heavily 
oversold, the efforts of sellers of contracts to secure cotton to deliver, 
or to secure other contracts to offset those previously sold by them 
may force the price of current contracts and the spot price sharply 
upward. At the same time the future quotation for a succeeding 
month may not be affected since the seller has time to buy cotton 
in the South and ship it to New York to deliver against previous sales 
of such contracts, and ordinarily would do so rather than pay any 
undue price for cotton or for contracts in the New York market. 

There was such an unusual situation in the future market in the 
fall of 1906. Thus, in the latter part of September, October futures, 
which had previously been 40 points below the price of January 
futures, narrowed to less than 30 points below January. By October 
10 this discount was extinguished, and October contracts closed at 
10.83 bid, whereas January contracts on that day closed at 10.82. 
On November 1 January contracts closed at 10.10 bid and Novem- 
ber contracts at 10.03 bid, but by November 15 the price of November 
contracts was, at the close, 27 points higher than that of January 
contracts. On November 21, the day of the November revision, the 
quotation for November futures closed at 8 points above that for 
January, and on November 28 it was 59 points above that for 
January. 

It might, at first sight, seem surprising that such a premium for 
November futures should not attract a large amount of cotton to 
New York. It must be remembered, however, that New York is at 
a considerable distance from the cotton belt, and that ordinarily some 
little time is necessary to move cotton from the South to New York. 
While under favorable conditions such shipments might be made in 
a few days, there is always risk of delay in transportation, and no 
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one would have been disposed to sell November contracts short 
when a squeeze was on with the idea of bringing cotton from the 
South unless he had ample time to allow for such delays or mishaps, 
since otherwise he himself might be badly '* squeezed." Consequently 
the extreme premium which occurred in the price of November con- 
tracts toward the end of November may be disregarded, for it was 
then too late to sell contracts with the idea of bringing cotton from 
the South in fulfillment of them. 

A more important reason why cotton merchants either in New York 
or in the South would have been indisposed to sell contracts at New 
York in November, 1906, with the idea of delivering cotton upon 
them was that a very drastic revision of differences on low grades, by 
the New York revision committee was generally expected in the cot- 
ton trade. Consequently, any such moderate advance in the con- 
tract price as occurred prior to the meeting of the revision committee 
might easily have been more than counterbalanced by the revision on 
that date. On account of the distance of New York from the cotton 
belt, any seller of November contracts could not well have calculated 
definitely on delivering his cotton prior to the revision. 

In this connection it was learned that practically all the stock of 
cotton in the New York market in November, 1906, was owned by 
a few Liverpool concerns. No evidence was obtained to show that 
any New York Cott6n Exchange firms were interested with this 
Liverpool clique, although this was intimated. It was, in fact, sug- 
gested by some that the November position had been squeezed in the 
manner indicated for Xhe express purpose of influencing the revision 
committee. No tangible evidence for any such assertion was dis- 
covered, and the unusual premium for November deliveries over more 
distant months must be regarded 8ts a logical result of a concentrated 
ownership of cotton at a time when the future market was oversold. 

Section 6. Market interests of members of the committee. 

Chaises that members of the revision committee abused their 
trust undoubtedly attracted more attention because of a. belief that 
certain members of the committee were short of the market, either 
independently or in connection with straddles between New York 
and Uverpool,** and that they were thus influenced by considerations 
of personal interest. By fixing the differences too narrow on low 
grades the contract was depressetl and those who were short of course 

« Such a straddle is a transaction involving a sale in one market and a purchase in 
another, the theory being ordinarily that the two markets are out of parity and will 
tend Uy come nearer together. In 1906, however, these straddhvs, though originally 
undertaken on this theory, were continued on the opposite assumption; that is, that 
the New York contract, which had become much below the Liverpool price, would 
decline still further, while the Liverpool contract would continue to advance. 
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profited accordingly. That several members of the revision com- 
mittee, including a number of those who opposed a revision, were 
short of the market was admitted by these members themselves. 
Moreover, some members of the committee owned spot cotton at 
that time, and they were also interested in maintaining narrow dif- 
ferences and thus placing an undue value upon such holdings when 
tendered on contracts. At the same time, most of them aseerted 
that their votes had not been influenced by their position in the 
market, but that they had fairly considered the situation to the best 
of their ability. A few members of the committee, however, argued 
that it was really impossible for a man completely to eliminate from 
consideration his pecuniary interests when these were so important. 
One member of the revision committee said in this connection: 

I do not believe .that the committee in any way — that is, a 
large majority of them — had any interest in cotton or went into 
the room at any revision, or ever went into the room, with any 

?urpose except to try to do what was the right thing. * * * 
'here are a few men — they are alwavs here — I do not think 
there ever will be a committee on which there are not some men 
that have interests in cotton, and it is quite natural for them to 
look at their own interests and favor their own ideas. * * * 
The action of the committee, in my opinion — the way I saw it — 
was a very grave mistake; and, while it did not come to all, 
I think, at once^ it came verv quickly afterwards, when they real- 
ized what a f eelmg they hacf started up all over the South. Any 
one of those gentlemen to-day will say they made a grave mistake. 

Another member of the committee, referring especially to the dif- 
ference for low middling, said : 

I think there were several of us who agreed that we ought to 
have had a revision of from three-quarters to seven-eighths; but 
when we heard some of the remarks made by some of the other 
members we knew there was no use in proposing seven-eighths. 
We had to vote on a 62 versus 50 proposition, and of course w^e 
found that we were in a minority. We were in the minority all 
the time. It was a lengthy meeting. 

One member of the committee who admitted that he was short of 
the New York market and long of Liverpool, and who made a great 
deal of money, said : 

I do not think the differences should be fixed once a vear or 
twice a year, or any other number of times a year. We have 
here a contract which calls for the delivery of cotton between one 
man and another. I am very emphatic in believing that there 
ought to be no committee or parcel of men who have the power to 
alter the terms of this contract. You get together an aggregation 
of seventeen men here. There is no telling what an orcfinary jury 
is going to do in judging f act«. But here you get together a parcel 
of seventeen intelligent men. Everyone of them must be inter- 
ested more or less in the fixing of differences. If they were not 
interested, they would not be m the cotton trade. Now, you are 
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asking them to do something they can not do — eliminate self- 
interest in acting upon a question where they are vitally inter- 
ested. * * * Here you have got seventeen men to dk) some- 
thing with no basis on which to do it; they do not kncTw what 
they are expected to do it on, except that they are to fix diflFer- 
ences binding between buyer and seller for ten months, and that, 
too, when the contracts have already been entered into and any- 
thing they do must take so much money out of one man*s pocket 
and put it into another man's pocket. * * * If a man was 
not interested in the cotton business, he would not be a fit person 
to sit on that committee and make differences, and at the same 
time if he is interested in the cotton business he is not a fit person 
to sit there and fix differences affecting a contract between him- 
self and somebody else. * * ♦ ft simply amounts to the 
same thing as a judge sitting on the bench and passing on his own 
case. 

Another member of the committee who stated that he had no inter- 
est in the future market at the time the committee met, but that as a 
holder of spot cotton he desired no revision, took substantially the 
same ground: 

When this revision committee meets to make the revision for 
the ensuing nine months, if a man is doing any business at all he 
has his season's work planned and mapped out before him; and 
if it were a Qualification to become a member of that committee 
to have absolutely no interest in the market, then I can not con- 
ceive of being able to pick out seventeen men who would be com- 
petent to say what the differences should be. In other words, a 
man must be interested to a certain extent; it is Quite impossible 
that he should not be. * * * It is a most difficult thing — in 
fact, an impossible thing — to find an ideal revision committee. 
Granting that that is a fact, what should be done? It seems to 
me the only logical conclusion is that we should do away with our 
revision committee altogether and that we should go onto fixed 
differences. This way of putting in the hands of a committee the 
power to absolutely change every contract in existence on the 
Jfew York Cotton Exchange as between buyer and seller is all 
wrong." 
The statement of this member of the committee furthermore 
showed clearly that he appreciated the important influence which 
changes in differences might exert upon the contract price, as will be 
seen from the following excerpt: 

If the members did not have interests in the market they 
would not be competent to serve on the committee, because they 
would not know anything about the differences between grades. 
That question of diferences between grades is what makes vnder or 
narrower differences between the three marJcets;^ and the merchant 



fl For a discussion of absolutely fixed differences see page 348. 
b That is, differences between the contract prices in New York, New Orleans, and 
Liveipool. Italics by Bureau. 



282 COTTON EXCHANGES — GRADE DIFFEBENCES. 

who can diagnose the effect that a high-grade crop or a low-grade 
crop is going to have on all three markets, and the relative effect 
it is going to have, is the man that will make mone^ out of it. 

Section 7. Conclusions as to the committee's action. 

It is admitted, therefore, that several members of the committee 
were short of the market or were engaged in straddling operations, 
and consequently made enormous profits as a result of the revision. 
However, it must be remembered that straddles between markets, or 
commitments on the short side of the market, are a more or less con- 
stant feature of future trading, and that in a committee consisting of 
seventeen men it would be surprising if at all times some members were 
not committed to one side of the market or the other; in fact, it is 
inevitable that in the absence of a rule expressly prohibiting mem- 
bers interested in the market from serving on the revision commit- 
tee — which would exclude some of the most intelligent members of 
the exchange — many, if not most, members of the committee will be 
thus persotialiy interested in the market. The mere fact that mem- 
bers were so interested in November, 1906, and that they made large 
profits, is not necessarily evidence of bad faith. 

At the same time from various statements made to agents of the 
Bureau and from admissions of some members of the committee, such 
as those above quoted, that it is almost impossible for them to dis- 
regard their financial interests, the Bureau feels justified in saying 
that some members of the committee were, consciously or uncon- 
sciously, influenced by the advantage which would accrue to them if 
they could prevent any revision, or at least a radical revision of grade 
differences. Certainly those members who took this position disre- 
garded all evidence and information of actual differences submitted 
to them. However, those members of the committee who at first 
favored a wider revision are not wholly blameless, since had they 
stood together in determined fashion they could have forced a more 
drastic revision than that actually made. 

At least one conclusion, and that the most important, can be 
safely made. It is true that it is impossible to absolutely prove what 
were the mental condition and mental operations of a given body of 
men at a given time, or to establish beyond question individual intent. 
But there is proven beyond a question that at the time this revision 
took place there existed in this committee (1) the power to do this 
thing, (2) a very strong personal interest which would urge them 
thereto, and (3) that the admitted results of their action to their own 
profit were exactly the same as though their action had been delib- 
erately taken with intent to accomplish that end. While, therefore, 
the Bureau can not absolutely assert that their action was taken with 
such deliberate intent, and can not thus fix beyond question the per- 
sonal responsibiUty of these men, the proven facts at least condemn 
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beyond a question the system itself which makes such things possible 
'and, in fact, very probable. 

It may be argued that revision committees at New York are no 
more susceptible to the temptation of acting from motives of self- 
interest than are quotation committees or arbitrators in the New 
Orleans market. Even if this were true, however, the evil effects of 
such abuse of power are almost certain to be greater under the peri- 
odie^difference system than imder the commercial-difference system. 
In New Orleans the daily quotations are supposed to be established 
not by guesswork, but, in the main, on actual daily transactions 
reported to the committee or made by members of the committee. 
In other words, the decision of the spot-quotation committee is sup- 
posed to be, and usually is, based on tangible evidence which can be 
challenged by any member of the committee dissatisfied with the 
vote of his fellow-members, or by any member of the exchange. As 
a result of this opportunity ij;amediately to challenge erroneous quo- 
tations established by the spot-quolation conmaittee, grave errors are 
almost certain to be corrected at an early date in New Orleans. 
On the other hand, in New York there is no standard by which 
the revision committee is bound to act and in accordance with 
which such action can therefore be challenged; furthermore, an 
error made in establishing grade differences in November must, 
im.der the rules of the exchange, remain in force at least until the 
following September. In the case of arbitrations in the New 
Orleans market, moreover, it is expressly provided by the rules of 
the New Orleans Cotton Exchange that no arbitrator shall serve 
on a lot of cotton in which he is personally interested. It may be 
argued, of course, that while an arbitrator may not be interested 
in the cotton which he personally inspects he may be interested in 
deliveries of cotton on contract on the same day, and that conse- 
quently he will be influenced by considerations of self-interest. 
While this is true, again, any attempt of arbitrators to establish 
improper differences can be challenged, and, ordinarily, by com- 
parison of awards of arbitrators with actual selling prices of cotton 
in the spot market any serious error of this sort could be readily 
detected. The charges of deliberate abuse by quotation committees 
and arbitrators at New Orleans are more fully discussed in Chapter 
VIII. 

n. OTHER CHABaSS OF SIMILAB ABUSES. 

Section 8. Complaints against revision of November, 1903. 

The revision of New York differences in November, 1903, like- 
wise caused pronounced and bitter complaint, and although charges 
of intentional abuse of power were not as specific as those made in 
November, 1906, feeling against the revision committee was intense. 
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General conditions in the cotton, market in November, 1903, were 
radically different from those existing in November, 1906. Instead 
of an abnormally low grade crop, in 1903 the crop was of exceptionally 
high grade. As a result of the great surplus of high grades these were 
selling at unusually small premiums on middling. Thus, whereas on 
September 1, 1903, good middling cotton was celling in New Orleans 
at three-eighths cent on middling, as early as September 21 this 
premium had narrowed to three-sixteenths cent, at which point it 
remained up to the time of the meeting of the New York revision 
committee in November, and for many weeks afterwards. On the 
other hand, the arbitrary difference of the New York Cotton Ex- 
change for good middling cotton, as fixed in November, 1902, and 
continued in September, 1903, was 44 points, or nearly one-half cent. 
The differences in effect at the time the committee met in Novem- 
ber, all of which were left unchanged by the committee, were as 
follows: 



Table 21.— DIFFERENCES BETWEEN GRADES AS REAFFIRMED BY THE REVISION 
COMMITTEE OF NEW YORK COTTON EXCHANGE IN NOVEMBER, l«Oa. 



Grade. 



Fair 

Strict middling fair... 

MiddUngfaIr 

Barely middling fair. . 
Strict good middling . 
Fully good middling. . 

Good middling 

Barely good middling 

Strict middling 

Middling. 

Strict low middling. . . 
Fully low middling . . . 

Low middling 

Barely low middling. . 
Strict good ordinary.. 



Diflferenco. I 



Grade. 



1.30 on 
1.13 on 
.96 on 
.79 on 
.62 on 
.53 on 
.44 on 
.33 on 
.22 on 
Basis. 
.14 off 
.26ofr 
.38 off 
.55 off 
.72 off 



Fully good ordinary. 

Good ordinary 

Strict good middling tinged . 

Good middling tinged 

Strict middling tinged 

MiddUng tinged 

Strict low middling tinged.. . 

Low middling tinged a 

Strict good ordinary tinged a 

Fully middling stained 

Middling stained. 

Barely middling stained 

Strict low middling stained.. 
Fully low middling stained. . 
Low middling stained 



Difference. 



OMoU 

1.00 off 

.30 on 

Basis. 

.06 off 

.12 off 

.34 off 

.50 off 

.84 off 

.42 off 

.50 off 

.78 off 

1.06 off 

1.28 off 

1.50 off 



a Differences for these grades had not boon established prior to this time. 

. Protest of minority of the revision coMMrrrEE. — ^A minority 
of the revision committee contended that the disparity between the 
premiums being paid for high-grade cotton in the spot markets and 
the differences existing for those grades in New York, together with 
the prospect of an abnormally large proportion of high-grade cotton 
in the crop of 1903-4, made it imperative that the revision committee 
should narrow the differences in New York in order to restore and 
maintain a proper relation between the price of futures and the price 
of spot cotton. If excessive differences were permitted to remain in 
force, they would tend to send the contract price to a discount. The 
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majority voted against a revision, and this is precisely what happened. 
The discrepancy between the spot price and the contract price for the 
current month gradually widened and, in January, the margin 
between the price of January contracts and the price of spot cot- 
ton was more than 75 points, and an abnormally wide margin pre- 
vailed for several months of that year. It should be stated, in this 
connection, that this was the year known in the cotton trade as the 
** Sully" year, and that owing to the imusually active and excited 
speculation of that period conditions were somewhat exceptional. 
The complaints over differences, however, were made some time 
before the Sully campaign reached its height. 

The failure of the committee to change the differences* drew forth 
very severe criticism from members of the exchange, and in fact 
from a minority of the revision committee itself. So strong was the 
feeling of certain members of the committee that they presented 
a formal protest to the board of managers through the president 
of the exchange. Perhaps nothing brings out more cleariy the situa- 
tion at that time than does this formal protest, and it is here given 
in full: 

November 21, 1903. 
Mr. Robert P. McDouoall, 

President New York Cotton Exchange^ 

New York. 
Dear Sir: As the difference of opinion between the majority 
and the minority of the committee on revision as to the Question 
of revision at the meeting on November 19 was so decided, we, 
the minority, in justice to ourselves, desire to present to the 
board of managers, through you, a minority report. 

Our reasons, in addition to the above, 'for presenting this 
report are in general as follows: 

The difference of opinion between the majority and the minor- 
ity as to the differences on the grades above middling, espe<iially 
on the grades of strict good middling, good middling, and strict 
middling, is so great that we consider it could not have been due 
to a diflference regarding the opinion of the value of these grades 
commercially, but due to a dinerent interpretation of the power 
delegated to the committee on revision by section 72 of the by- 
laws of the New York Cotton Exchange (a copy of which is 
appended) and a different understanding of the method to be 
followed annually in fixing the differences, and in substantiation 
of our idea that the grades were to be revised in accordance with 
their present approximate commercial value (taking also into 
consideration the possible future quantity of each grade) we 
submit herewith the following data in support of our convictions 
that the above-mentioned grades, especially, should have been 
revised and the differences as compared with middling made 
narrower; the white grades below middling, and tinged grades 
being already at the narrowest differences of the past ten years, 
and middling and low middling stained at the same differences 
as the past tnree years. 

33222—08 17 
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As this evidence seems to us to be overwhelming, we can only 
suppose that we were acting under a different interpretation of 
our powers, and the method to be followed, from the majority. 
If we are incorrect in our idea of what should govern the com- 
mittee, we desire the board of managers to so iSlvise us. If we 
are not incorrect, we desire to present oiu* side of the question to 
the managers, through you, for such action as they may deem 
best. 

It is manifestly impossible, in our behef, for the committee to 
work intelUgently as a whole unless they are all of the same mind 
as to the authority conferred upon them, and in simple justice to 
us, as members of this comnuttee, and to the committee as a 
whole, we consider it necessary for the board of managers to 
decide"what shall govern the committee, so that there can be no 
uncertainty now or in the future. 

In support of our views that the differences on grades above 
middling, especially on the grades of strict good middling, good 
middling, and strict middling, should have been revised, m view 
of oxu" belief regarding the committee's powers and methods, we 
present the following evidence: 

First. That the only letters written by members of the ex- 
change to the revision committee, as requested by section 72, 
were m favor of a revision of the grades above middling. 

Second. That the evidence presented to the committee in its 
meeting was to the effect that good grades were generally much 
more plentiful this year than last, and this was not disputed. 

Third. If the differences made last November were correct for 
last year's crop for the above-mentioned three grades, they could 
not be correct for this crop, as it is a well-known fact that this is 
a high-grade crop and that we have had almost continuous dry 
weather since September throughout the South, and have had an 
abnormal picking season, as against an abnormally rainy one last 
year. 

Fourth. Statistics were presented to the conmwttee showing 
that on an average over 75 per cent of the crop, in the opinion of 
southern correspondents from every State, had been picked, thus 
guaranteeing that the percentages of high grades w^ould be much 

greater than last year, and especially as it is known that there is 
ttle or no second growth this season. 

Fifth. The only statistics presented regarding the percentages 
of grades this year east of the Misvsissippi, as compared to same 
time last year, were to the effect that there were 6 per cent 
strict good middhng this year, as against 3 per cent last year; 30 
per cent good middling tliis year, as against 18 per cent last year; 
38 per cent strict middling this year, as against 38 per cent last 
year; 19 per cent middling this year, as against 29 per cent last 
year — about double the percentage of stnct good middling and 
good middhng, and as regards strict middling. 

Sixth. The revision committee, at its meeting last November, 
asked and we think obtained permission, and this request was 
unanimous on their part, to fix the difference for strict middling 
independentlv of the good middling difference, for the reason 
that it was ttien felt that the difference made last year for strict 
middling above middling was too large, although unavoidable 
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on account of our rules, as there was a scarcity of pood middling 
last year, but not the same scarcity of strict middling, but under 
the rules they were compelled to make strict middling halfway 
between good middling and middling. In other words, at the 
meeting last year it was felt that strict middling was rated at 
too much on middling, which was the reason for changing the 
rule to enable the committee to avoid this error in the future, 
but this year, with the same percentage of strict middling as 
last and good weather against Dad, it is left unchanged. 

Seventh. Statistics of the exchange for the past ten years 
show that at no time has strict good middling been at a greater 
difference than one-half on except last year, or good middling 
over three-eighths on except last year, or strict middling over 
three-sixteenths on except last year, thus showing the precedent 
of the past, which in our opinion is sufficient proof of our under- 
standing of the meaning of section 72, vet it is generally admitted 
that this year's crop has been one or the most uniformly high 
grade crops we have had for ten years. In substantiation of 
this, please find below stated differences for ten years of the New 
York Cotton Exchange, also the percentages for the seasons of 
each of these three grades as received in classing the purchases 
of average receipts, east of the Mississippi River, by one firm 
during the past seven years, and this year to date: 



Crop year. 



18B3-04.... 
18M-96.... 
1805-06.... 
1896-W.... 
1897-98.... 

1899-1900. 
1900-1901.. 

1901-2 

1902-3.... 
190»-# 



^^^^^^^^ "'*'*■ ' «««<J middling. I Strict middling. 



Percent. Cent. Percent. Cent. , Percent. ; Cent. 



h 
i 

h 

h I 

i 
i I 

h j 
.50 ' 
.62 



23! 


20 1 


^^1 


20| 


23 1 


15 


16 


30, 



A ..- 




A 


^a 


^B 


A| 


28 


1 


30 


i 


1 


26 


A 


A 


31 


A 


A 


29 


A 


32 


30 


.15 


44 


33 


.22 


44 


38 


.22 



Eighth. On November 19, 1903, the attached reports of the 
eighteen cotton exchanges and boards of trade throughout the 
South show that strict good middjing was quoted three-eighths on, 
good middling from three-sixteenths to one-fourth on, and strict 
middling one-eighth on, thus showing the selling value in the 
South, which governs the selling value to the spmner. 

We have presented these facts in detail so that there may be no 
uncertainty, although we think it is a fact generally admitted by 
everyone that this is an unusually high grade crop, gathered 
under circumstances so exceptional that it practically amounts 
to a record, and if the differences for this year should be the same 
as last it must be because the method of arriving at them has 
been changed, of which this minority of the committee on revision 
has no knowledge, or else the committee has authority to do as 
they wish under the by-laws, of which they also are not aware. 
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In conclusion, wc repeat that we feel that this minority report 
is due to ourselvesj and to the exchange, as we do not understand 
that the revision committee have the authority under the by-laws 
to depart from what we understand is the intent of the section 
governing them, and which has been borne out by precedent for 
the past ten years and longer, and we would also most respect- 
fully state that, in our opinion, it is against the best interests of 
this exchange, to follow any but an unvarying policy, and it is 
equally impossible to expect members to serve on committees if 
they are expected to operate under one system one year and 
under a different system another, where their duty is defined by 
a section of our by-laws.'* 

The minority asked to be placed on record, which was done, 
on the minutes of the revision committee as having voted against 
leaving the difTerences on good middling and strict middling 
unchanged. 

All of which is respectfully submitted, and we request that it 
be spread upon the minutes of the exchange. 
Yours, truly, 

P. A. Fachiri. 
M. T. Maine. 
J. Frank McFadden. 
Daniel J. Sully. 
R. A. Springs. 
This minority protect, which, so far as known, was not seriously 
disputed, is so strong and convincing as to leave no doubt that the 
revision committee almost, if not entirely, ignored conditions that 
existed in the spot market. The board of managers, however, took 
the position that it was a matter over which they had no control, that 
the revision committee was in no way under their jurisdiction^ and 
they therefore declined to take any action. 

The circumstances surrounding the market at the time this 
revision of 1903 was made, the acticm, or rather the nonaction, of 
the committee, and the subsequent result as reflected in the relation 
of the contract price to the price of spot cotton, may not afford suffi- 
cient ground for such severe criticism of the committee as could rea- 
sonably be made against the committee of 1906; yet this circumstance 
does afford an emphatic illustration of the fact that the system of 
fixing differences only once or twice a year carries with it the inherent 
probability of grave abuses. 

Section 0. Charges of frequent establlBhrnent of improper differences at 
New Tork. 
These revisions of November, 1903, and November, 1906, and par- 
ticularly the latter, are, in the opinion of some members of the cotton 
trade, only exaggerated instances of a more or less general policy 
on the part of revision comniittees of the New York Cotton Exchange 
to systematically manipulate diH'erences in their own interests. The 

" See page 87. 
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essence of this contention is that a clique of spot-cotton merchants 
in New York have for years controlled the revision committees of the 
exchange, and bave through them established improper differences 
for the express purpose of reaping illegitimate gains. A member of 
the New York Cotton Exchange said, in this connection: 

The money that has been made, particularly by ten or a dozen 
firms, in this market in the past ten jears in consequence of these 
conditions has been very large, and m individual cases it has been 
extremely large. 

This charge that spot-cotton merchants in the New York market 
have controlled revision committees of the exchange and have sys- 
tematically established improper differences with the particular object 
of reaping illegitimate profits is almost impossible to prove, even if 
true. Owing to the very wide discretion allowed members of the re- 
vision committee and the variety of factors that its members may 
take into consideration, it is virtually impossible to prove that mem- 
bers of any revision committee have deliberately abused their trust, 
even though circumstances may point very strongly to such a con- 
clusion. 

It is a fact that thp revision committees of the New York Cotton 
Exchange have for several years been selected from a limited group 
of members of the exchange, and mainly from so-called spot-cotton 
interests. For six years, beginning with 1901, nine such firms were 
constantly represented on the revision committee, and four other 
such firms had been so represented for five years. 

The complete membership of the revision committee for the years 
1901 to 1906, inclusive, is shown in the following list, the terms of 
service of the various members also being given : 



Served. 



Served. 



George II. McFadden & Bro.: 
Mc Fadden 



J. F. 



Years. 



S. M. Weld & Co.: 

E.M. Weld 

0. W. Id© (deceased) 

Hubbard Bros. & Co.: O. £. Moore ... 

Rolxjrt Moore & Co. : E. E. Moore 

Roimtree & C/O. : R. H. Rountroe 

Lehman Bros. : S. M. I>ehinan 

Ilellry Hcntz & Co. : J. A. Ilartcom, jr. 
8. Onincr & Co. : Henry Schaefcr 



Georxe Brennecke & Co.: George Brcn- 
necke 



R. T. Wilson & Co. : C. M. Calhoun 

John Grierson & Co. : John Grierson.... 

R. A. Springs & Co.: R. A. Springs... 

Woodward & Stillman: Charles Still- 
man. 



5 
1 
G 
C. 

C 
3 

'\ 



Hopkins, D wight & Co. : S. TTopkins. . . . 

Mohr, Hanemann A Co. : William Mohr. 

Jones & Shutt: George M. Shutt 

Heath, Witherspoon & Co.: William 
Withe rspoon 

Ralli Bros. : 1'. S. Galatti 

W. T. MiUer & Co.: W. T. Miller 

M. T. Maine 

r. A. Fachiri 

C. C. Cowan 

D.J.Sully 

Karl Meissner 

Ray & Co. : William Ray 

W. R. Craig & Co. : W. R. Craig 

Reid & Co.: Fergus Reld 

Tannor & Co. : J ohn Tannor 

Tuttle, Hurley & Co.: E. A. Tuttle 



Years. 
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Tliis list shows at a glance that the membership of the revision 
committee of the New York Cotton Exchange has been constituted 
from a very limited number of firms, whereas the membership of the 
exchange is several hundred. 

It should be borae in mind, of course, that all members of the New 
York Cotton Exchange are not equally well qualified to serve on the 
revision committee, while, moreover, there are undoubtedly many 
members or firms who do not care to be represented on that committee, 
Nevertheless, it is very clear that positions on the revision committee 
have been, in the main, allotted to a very small number of firms. 
There is a general absence from representation of so-called future 
houses — that is, houses conducting a brokerage business in futures. 
This tendency to select members of the committee from spot-cotton 
firms may, however, be defended in some measure on the ground that 
spot interests would naturally be more familiar with conditions and 
particularly with prices in southern cotton markets than future 
brokers, some of whom have nothing whatever to do with actual 
cotton. Furthermore, although the New York revision committee has 
been generally composed of spot interests to the virtual exclusion 
of members doing a future business, these spot interests have by 
no means been of one mirid. The firms represented on the revision 
committees during the past six or seven years are not all in favor 
of the arbitrary methods adopted on various occasions by some 
members of these committees. It should not be overlooked, how- 
ever, that a few very strong and influential firms, especially if they 
have representatives on the revision committee, may, in one way 
or another, create a sentiment that must necessarily influence the 
committee in their action. For instance, a large spot-cotton firm which 
als<5 operates extensively in futures might, through its extensive broker- 
age payments, easily influence some members of the exchange, serv- 
ing on the revision committee, who were favored with its patronage. 
Indeed, it is alleged that precisely this thing has happened in New 
York, and, moreover, that such large operators have thus been able to 
influence the election of boards of managers, and through them the 
appointment of revision committees. 

The extent to which members of revision committees have thus 
abused their position, or the extent to which such members have been 
subjected to outside influence is, however, a matter which can not 
bo determined with absolute accuracy. It is certain that the unwar- 
ranted differences establivshed by the. New York revision committee 
in November, 1906, resulted in large profits to certain members of that 
committee and their associates, and on the other hand in enormous 
losses to many speculators and to cotton merchants who had purchased 
hedges on the New York Cotton Exchange. It is not possible to prove 
whether the revision committee of 1906, or any other revision com- 
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mittee, deliberately conspired to establish improper differences and 
thereby betray their trust; but it has been shown that some members 
of the committee of 1906 who profited by their own action admitted 
that it was impossible for members of the committee to be wholly 
indifferent to considerations of personal interest. The history and 
the results of this single revision show clearly the danger of intrusting 
to any committee the power, subject to no rule as to a standard to 
be followed, to fix differences which shall apply for months on set- 
tlements of future contracts, when members of such committee are 
thus largely interested and possibly may be already committed to 
transactions in the future market, the outcome of which is likely to 
be greatly influenced by their action. 



CHAPTER VI. 
OTHEA COMPLAIITTS AGAIITST PEAIODIC-DIFFEEEITCE SYSTEM. 

Section 1. Effect of the Bystem on quotation of spot prices. 

It is clear from the considerations already presented that an abnor- 
mal change in the margin between the spot price and the contract 
price may, and in fact must, result from an improper adjustment of 
differences on grades extensively tendered on contract if such diiTer- 
ences remain fixed for any considerable period of time. It is equally 
apparent that such disturbances of the normal parity increase the 
risk of dealing in futures because they render the future price more 
variable than it would be if it followed the spot price closely. This 
increase' in speculative fisks is clearly an evil in itself. It causes 
unjust and unnecessary losses to one body of speculators and corre- 
spondingly unwarranted gains to others. It operates to the benefit 
of the larger and more experienced traders as against the smaller and 
less well informed. Aside from their injurious effect upon speculators, 
these disturbances of the parity between the spot and the contract 
price are especially objectionable because they are almost certain to 
inflict serious injury upon cotton merchants who, instead of using the 
future market for speculative purposes, employ it for hedging, with 
the particular purpose of reducing the element of speculation in their 
transactions in spot cotton. 

Losses to operators in futures using the New York market, 
however, are not the only evil resulting from periodic differences. 
Another very serious objection to the system arises in connection 
with the quotation of prices of spot cotton. The New York 
Cotton Exchange does not at the present time, in its official daily 
circular, quote spot prices for grades of cotton other than middling. 
Such prices were, however, quoted for several years. .When the 
system of monthly revisions (during the active cotton season) was 
adopted, an amendment to the by-laws provided that the quotations 
established by the revision committee should ** constitute the official 
quotations of the exchange." These quotations were arrived at 
simply by taking the spot price of middling for the day as estab- 
lished by the committee on spot quotations and by adding to or 
deducting from that price the arbitrary differences periodically fixed 
by the revision committee." 

«At an earlier date s{)ot quotations were baaed on actual transactionB in the re- 
spective grades. 
242 
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The result was, of cpurse, that wheJiever the oificial differences for 
any grades were out of line with the commercial differences in the 
leading southern markets the quoted spot prices of such grades at New 
York became extremely artificial. These prices were published under 
the caption of ''Current spot prices," and on their face purported to 
be actual spot prices, as will be seen from the following copy of a 
table taken from the official daily circular of the New York Cotton 
Exchange of November 1 ,- 1 893 : 

CURRENT SPOT PRICES. 

[Quotations arc based on American standard of classification and on cotton in stora. ninnin^ fn 
quality not more than half a grado alx}ve or below the grade quoted.] 



j Uplands. Gulf. 



Uplands.! Gulf. 



Ordinary 

Strict ordinary 

Good ordinary 

strict good ordinary 

I^w middling 

Strict low middling. 



5fi 


6A 


^% 


6/. 


7A 


7T'fl 


7| 


71 


71 


8 


8 


8i 



Middling 

Good middling 

Strict good middling 

Middling fair 

Fair 



8A 
8J 

m 



8J 
9}| 



At times when the official differences of the New York Cotton Ex- 
change closely approximated the actual differences in southern mar- 
kets, the published spot prices represented the actual market prices 
more closely. However, it frequently happened that certain of these 
so-called spot prices were out of line with the spot prices of the same 
grades in southern markets. 

The absurdity of this situation was apparently recognized by the 
New York Cotton Exchange, and after the revision in November, 
1893, the exchange ceased to quote spot prices on grades other than 
middling in its daily circular, confining itself to quotations of middling 
cotton. Thus, in the daily circular for November 22, 1893, there was 
substituted for the usual table of so-called spot quotations the fol- 
lowing: 

Middling uplands 8 

Middling gulf SJ 

The latter form has been in general use since November 22, 1893, 
the quotation for middling gulf (which grade has not always been 
quoted) invariably being a quarter of a cent above that for middling 
uplands. This change w'as in accordance with an amendment 
adopted on that date, by which a provision for the quotation of 
the specific grades given in the table above was stricken out and 
instead a rule inserted that **The quotations published in the daily 
circular shall be for middling uplantl and gulf cotton in store, running 
in quality not more than a half grade above or below middling."* 



» The premium on gulf cotton ia mainly due to it« longer staple and better body. 
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This discontinuance of spot quotations for specific grades of cotton 
other than middling may fairly be construed as an admission on the 
part of the New York Cotton Exchange that the periodic-difference 
system was incompatible with the pubUcation of spot prices for such 
specific grades, as in fact it was. There is no injustice in stating that 
this amendment to the by-laws was tantamount to a confession that 
the New York Cotton Exchange had subordinated its spot-cotton 
business to the contract market. 

While the New York Cotton Exchange thus many years ago discon- 
tinued the publication of such arbitrary prices of the various grades 
of cotton other than middling, nevertheless imtil very recently what 
purported to be New York quotations of such grades have been pub- 
lished broadcast throughout the South. They were published for 
a long time in the official daily circular of the New Orleans Cotton 
Exchange. This is shown by the following list of such prices as 
published in the official circular of the New Orleans Cotton Exchange 
on June 7, 1907: 

LATEST FROM NEW YORK. 



Spots. 


To-day. 


Yester- 
day. 


' Spots. To-day. 


YcBtor- 
day. 


Good ordinary 


Cents. 
12.00 
12.35 
12.75 
13.11 


Cents. 
11.75 
12.10 
12.50 
12.86 


Middling uplands 


Cents. 
13.25 
13.50 
14.01 


Cents. 
13.00 


Strict good ordinary 


Middling gulf 


13.25 


Low middling 


Good middling 


13.76 


Strict low middling 


Middling fair 


14.75 


14.50 









Similar quotations were published daily in a large number of news- 
papers in the South. By reference to the above table, it will be seen 
that the spot price of middling uplands on Jime 7, 1907, at New York 
was quoted at 13.25 cents, whereas the so-called New York spot quo- 
tation of good ordinary cotton on the same day was 12 cents. This 
is a difference of 125 points, or precisely the fixed difference established 
by the revision committee at its November, 1906, meeting. In the 
same way, low middling cotton was quoted at 12.75 cents, or 50 points 
under the price of middling, this again being the difference fixed by 
the revision committee at its November meeting. The absurdity of 
such professedly spot quotations will be apparent when it is stated 
that the price of good ordinary cotton in the New Orleans market on 
June 7 was lOy^ cents, and that cotton can be shipped from New 
Orleans to New York at an expense, including freight, of about five- 
eighths of a cent, or, in any event, not more than three-fourths of a 
cent per pound. In other words, with good ordinary obtainable in 
New Orleans at 10 ^\ cents, it would be possible to ship that grade to 
New York and deliver it there with a slight profit at from lOjJ to 
10} I (10.81 to 10.94) cents. This latter figure, in a general way, ex- 
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cept for the fact that cotton might be landed in New York at an even 
lower price from some sections of the cotton belt nearer New York, 
may be said to indicate roughly the real value of good ordinary cotton 
in New York on June 7, 1907. x\s against this approximate actual 
value- of that grade, the '^spof price of good ordinary in the New 
York market, as published in the circular of the New Orieans Cotton 
Exchange, was 12 cents. In other words, this so-called spot quota- 
tion in the New York market was fully a cent above the price which a 
seller of that grade in the open market in New York could reasonably 
expect to realize. Nearly the same discrepancy is indicated for low 
middling, for which the New York ^*spot*' price was 12 J cents, whereas 
on the basis of the New Orleans quotation, 11 fV cents, it would have 
been possible to deliver that grade in New York at a trifling fraction 
above 12 cents. 

The Bui*eau called the attention of the New Orleans Cotton Ex- 
change to these spot quotations for the New York market as thus 
published in the official daily circular at New Orleans. The secre- 
tary of the New Orleans exchange immediately took up the matter 
with the classification committee of that exchange, and as a result the 
publication of prices of spot cotton for the New York market other 
than that for middling was at once discontinued. The superintend- 
ent of the New York Cotton Exchange held that that exchange was 
not responsible for the distribution of such* quotations. 

It is probable that the distribution of such so-called quotations of 
the New York spot market was really due to carelessness and over- 
sight rather than to an intent on the part of any interest to deceive the 
public. It is not contended, in discussing this incident, that the quo- 
tations were used at all generally as the basis of actual transactions 
in the South, for it is extremely improbable that they w^ere so used, 
since competition in the purchase of cotton in southern markets is 
such that the prices paid the grower would ordinarily be uninfluenced 
by such artificial '^spof quotations. Furthermore, in the year 
1906-7 such quoted prices of the various grades at New York were 
so far out of line with the prices in the southern markets that it 
should have been apparent to anyone that they were erroneous; more- 
over, of course, they exaggerated the real value of low grades. The 
distribution of these quotations has been discussed simply for the 
purpose of emphasizing the artificial character of the periodic-differ- 
ence system. While quotations showing the actual differences might 
be used in the case of spot prices and another set of differences applied 
on contract deliveries, the publication of both would, of course, 
emphasize the arbitrary character of the contract differences. The 
use of the periodic-difference system, therefore, necessarily involves 
either an antagonism between the spot market and the contract mar- 
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ket, or else the subordination of the spot market to the contract 
market in so far as the publication of quotations is concerned. 

Alleged artificlal character of the spot middling quota- 
tion AT New York. — ^While the practice of publishing prices for the 
various grades of cotton other than middling in the New York mar- 
ket has been discontinued, complaint is still made that the spot price 
of middling cotton itself, as quoted by the New York Cotton Exchange, 
is misleading and out of line with the quotations of southern markets. 
The charge was made that owing to the narrowness of the New 
York spot market it had been found impracticable to establish the 
price of middling cotton on the basis of actual transactions, and that 
consequently that price had been largely determined in normal 
seasons by adding an arbitrary premium to the current price of 
contracts. 

It is true that at times the New York quotation of middling cotton 
has been so seriously out of line with the quotations of that grade in 
southern markets as to leave no doubt that it was not fairly repre- 
sentative of the real value of middling in New York. Members of 
the New York Cotton Exchange admitted that at times the quotation 
had been established on a more or less arbitrary basis. That the 
price of middling cotton at New York has regularly been arrived at 
by adding to the contract price a fixed arbitrary premium is, how- 
ever, disproved by the fact, so repeatedly emphasized in this report, 
that the margin between the price of spot middling and of future 
contracts for the spot month has been subject to very violent dis- 
turbance. The addition of a constant arbitrary to the contract price 
would obviously result in a practically uniform margin. 

It is doubtful whether there is a sufficient volume of spot business 
in the New York market to permit quotation committees to establish 
on that basis alone an accurate quotation. As shown elsewhere, the 
New York market has ceased to be the broad spot market that it 
formerly was. It may be stated that in this respect New York 
labors under natural disadvantages for which it can not be held 
responsible — it is neither within the producing belt nor in a spin- 
ning district; but, if this be granted, it is, at least, incumbent upon 
the New York Cotton Exchange to see that the price of middling 
cotton, as published officially in its daily circular, shall represent as 
nearly as possible its actual selling value in that market. It is 
probably justifiable, and indeed necessary, for the New York quota- 
tion committee to take into consideration the values of middling 
cotton in other markets; in fact, it would seem that this is perhaps 
the best guide which New York quotation committees can use. Such 
a practice is, of course, entirely difl'erent from . that of adding a 
premium to the contract price, since the actual selling prices of 
cotton in southern spot-cotton markets and the expense of getting 
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cotton from the South to New York are the two principal elements 
in determining its current market value at New York. 

It is not intended to give the impression that the price of middling 
cotton at New York has been regularly misquoted. Occasionally, 
however, the price has been so seriously out of line with southern 
prices or the '4aid-down" prices at northern spinning centers as to 
indicate that it was not a faithful reflection of the real, value of that 
grade in the New York market. 

Section 2. Effect of fixed differences on supply of cotton and volume of 
spot business at New York. . 

A further complaint frequently advanced against the periodic-dif- 
ference system as employed in New York is that differences have been 
established arbitrarily for the express purpose of attracting cotton to 
the New York market and of maintaining a stock there. While some 
persons present this as a complaint against the revision coinmittee, 
some others virtually defend arbitrary differences on this same ground, 
holding that they are necessary in order to maintain a stock of cotton 
at New York, and that such a stock is essential to the best interests 
not only of the New York market , but of the cotton trade generally. If 
differences are so established that certain' grades of cotton are over- 
valued — that is, if when delivered on contracts they will bring a 
price in excess of that which they would realize in southern markets 
(after allowing for expense of shipment and other costs) — there would 
evidently be a tendency to send such overvalued grades to New York. 
Whether, however, in the long run the stock of cotton in the New 
York market would be increased by such a policy is by no means 
certain. 

Decline in spot business at New York. — The fact that New 
York has ceased to be a broad spot-cotton market, where all grades 
of the crop are actively dealt in, has already been alluded to. Whereas 
in the early seventies the spot business of New York amounted to 
more than half a million bales yearly, it has in recent years fallen 
to less than 150,000 bales on the average, and this in the face of the 
enormous increase in the country's production of cotton. In other 
words, where spot sales in the New York market formerly represented 
15 per cent or more of the total production, in recent years they have 
been, on the average, less than 2 per cent. This latter figure, it 
should be stated, does not represent the total volume of business 
in cotton done by New York merchants, some of whom conduct large 
operations throughout the cotton belt. The receipts of cotton at 
New York, moreover, represent a considerably larger fraction of the 
crop than the spot sales there do. Much of the cotton received at 
New York, however, is really through business, and the quantity of 
spot cotton actually sold within the limits of the port of New York 
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has fallen to extremely small proportions in comparison with the 
total yield of the crop. An idea of the shrinkage in spot sales since 
1870 may be obtained from the following table, compiled from figures 
furnished by the New York Cotton Exchange. The figures for the 
commercial crop are from census publications. The final colimtm of 
percentages was computed by the Bureau. The sales '^on specula- 
tion," it may be noted, are intended to represent spot cotton sold to a 
purchaser who intends to hold it for an advance, as distinct from 
sales for export or immediate shipment to domestic spinners and 
may involve some dupUcation, since cotton so purchased may later 
appear in figures of exports or sales for consumption. The totals do 
not include deliveries on contract,* although on the books of the New 
York Cotton Exchange such deliveries are thus included under the 
head of spot sales. 

In the opinion of some, the figures do not include all spot cotton 
actually sold in the New York market. It is urged that merchants 
making large sales would often have motives for declining to report 
them to the exchange. This is a claim which it is impossible to 
prove or disprove. In any event, it is admitted by all that the de- 
cline in the volume of spot business at New York has been very great. 
The table follows: 



Table 22.-TOTAL SALES OF SPOT COTTON AT NEW YORK AND PROPORTION OF 
SUCH SALES TO COMMERCIAL CROP, CROP YEARS 1870-71 TO 1906-7. 



Crop year. 



Bales. 
455,595 
235,559 
258,294 
166,716 
184,300 
1875-76 1 131 , 907 



1870-71. 
1871-72. 
1872-73. 
1873-74- 
1874-75. 



New York spot sales. 



export. 



I 



123,264 
57, 170 
69,399 

166,a'}8 



187&-77 

1877-78 

1878-79 

1879-80 

1880-81 : 134, G91 

1881-82 I(i5, 441 

1882-83 1 87,565 

1883-84 1 117, 720 



1884-85. . 
1885-86! , 
1886-87., 
1887-88. , 
1888-89.. 
18S9-90. . 
1890-91. 



I 



58,354 
58. 183 
61,825 
31.459 
36,892 
18.93(i 
4,632 



For con- On 
sump- I specu- 
tion. lation. 



Bales. BaUs 
221,603 56,707 
255,268 34,015 
218,564 I 26,613 
234,360 59,940 j 



198,273 
194,120 
224,480 
245,711 
182,510 
139,456 
163, 824 
156,398 
132,683 
152, 184 
112, 739 
138,081 
136, 676 
88,309 
157,207 
74.696 
89,974 



56, ,587 ; 

47,012 I 

41,957 

25,254 I 

23,902 

14,059 

16,446 

43.420 

20,611 I 

26.034 

3,484 

8,005 

3,414 

4,761 

7,151 



Total. 



Bales. 

733,905 

524,842 

503,471 

461,016 

439,160 

373,039 

389,701 

328,135 

275,811 

319,573 

314,961 

365,259 

240,859 

295,938 

174,577 

204,269 

201,915 

124,529 

201,250 



1,226 1 95,832 [ 



Total crop. 



Bales. 
4,352,317 
2,974,351 
3,930,5061 
4,170.388 
3,832,901 
4,632,313 
4,474,069 
4,773.865 
5,074,155 
6,755,358r 
6,6a5.750 
5,456,048 
6,049,756 
5,713,200 
5,706,165 
6,575,601 : 
6,505,087 
7,046,833 I 
6,938,290 I 
7,472,611 
8,652,597 . 



Per cent 
New York 
spot sales 

to total 
crop. 



16.9 
17.6 
12.8 
ILl 
1L5 
8.1 
8.7 
6.9 
5.4 
5.6 
4.8 
6.7 
3.5 
5.2 
3.1 
3.1 
3.1 
L8 
2.9 
1.3 
LI 



o For a statement of such deliveries see page 264. 
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Table 22.— TOTAL SALES OF SPOT COTTON AT NEW YORK AND PROPORTION OF 
SUCH SALES TO COMMERCIAL CROP. CROP YEARS 1870-71 TO 1906-7— Continued. 



Crop year. 



1891-92 


64,581 


1892413 


100, 37( 
66,309 
22,533 
90,742 

128,770 


1893-94 


1894-95 


1896-96 


1896-97 


1897-98 


102,826 
40,091 
94,525 


1898-99 


1899-1900 


1900-1901 


24,708 
48,079 
26,769 
76,537 


1901-2 


1902-3 


1903-4 


1904-5 


10,377 
35,493 
18,464 


1905-6 


1906-7 



Summary. 

Avorage for period— 

1870-71 to 1879-80 (10 years). .. 
1880-81 to 1889-90 (10 years). .. 
1890-91 to 1899-1900 (10 years). 
1900-1901 to 1906-7 (7 years. ) .. 



New York spot sales. 



For 
export. 



For con- 
sump- 
tion. 



Bales. 
97.073 
82,073 

137,393 
88,897 
77,297 

124,604 
47,942 
66,781 
51,891 
59,966 
65,884 
96,044 

168,189 
92,669 

190,062 
99,801 



On 
specu- 
lation. 



Bales. 
2,678 
8,931 
1,522 
707 
'426 



10,200 

300 

371 

7,100 

130 



840 



Total. 



Bales. 

164,332 

191,380 

205,224 

112, 137 

168,465 

253,374 

160,968 

96,172 
146,787 

91,774 
114,093 
122,813 
244, ra6 
103,886 
225,555 
118,265 



434,865 
221,719 
159, 467 
145,873 



Total crop. 



Percent 
New York 
spot sales 

to total 
sales. 



Bales. 
9,035,379 
6,700,365 
7,540,817 
9,901,251 
7,157,346 
8,757,964 
11,199,994 
11,274,840 
9,507,786 
10,245,602 
9,478,546 
10.784,473 
10,015,721 
13,697,310 
10,725,602 
13,306,265 



4,397,032 
6,496,933 
8,973,734 
11,178,931 



1.8 
2.9 
2.7 
1.1 
2.4 
2.9 
1.4 

.9 
1.5 

.9 
1.2 
1.1 
2.4 

.8 
2.1 



9.0 
3.4 
1.8 
1.3 



Peculiar position of the New York MARKET.^-Unquestionably 
the reduction in spot business at New York has been due, in large 
measure, to conditions wholly outside of the rules and regulations of 
the New York Cotton Exchange. In particular, the railroads have, 
as their facilities improved, adopted the practice of quoting through 
rates from the South direct to mill points in New England and New 
York State, which through rates are less than the rate from the 
South to New York plus the rate from New York to final destination. 
The disadvantage under which New York merchants labor in this 
respect is partly offset through the allowance by railroads of what is 
known as the *^ stop-over privilege'* at New York, but even with this 
concession the combined through rate from southern points to mill 
centers in New England and New York State via New York is still 
higher than the direct through rate from such southern points to the 
same destinations, while the port charges at New York are an item 
of appreciable importance. 

It is apparent that this excess in freight costs alone would operate 
seriously against the spot-cotton business of New York. Another 
cause which has contributed to the same result is the increasing 
wealth of the South, which has rendered the southern planter, and 
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more particularly the southern cotton merchant, more and more 
independent of New York bankers in carrying the crop. 

Owing to the distance from the cotton belt, as a result of which 
some time is required to ship cotton to New York, that market must, 
of course, maintain a certain stock of cotton to protect its contracts. 
Since the seller of a contract must stand ready to make delivery if 
such delivery is demanded by the buyer, it is clear that New York 
should carry an actual stock of soijje considerable proportions from 
which to make deliveries if deliveries were demanded. That the 
necessity of maintaining a reserve stock of cotton at New York is 
clearly realized by members of the New York Cotton Exchange is indi- 
cated by the following excerpt from an article by A. R. Marsh, pub- 
lished in the Atlanta Constitution of April 26, 1907: 

The New York market, which, as a regular market for spot 
cotton, was doomed early in the eighties of the last century, found 
a new reason for being in the immense development of the theory 
and practice of hedging transactions in cotton goods. Instead of 
remaining a market in which a few hundred thousand bales of 
actual cotton were yearly gathered together and gradually sold 
out to spinners, the New 1 ork market became the international 
clearing-house for credits of all the innumerable producers, manu- 
factiu*ers, and consumers of cotton. This is to-(lay what the New 
York market exists for, and such dealings in actual cotton as take 
place here stand in the same small proportion to the business, as 
a whole, as the transactions in actual gold coin at the Bank of 
England in proportion to the vast operations in international 
credits which daily pass through the books of that institution. 

The New York market, then, is primarily a great clearing- 
house for international credits connected with cotton. At the 
same time, however, it is clear to a thoughtful man that the busi- 
ness of the New York market would be utterly unsafe unless there 
was a sufficient reserve of actual cotton in New York to make 
every credit transaction substantially a transaction in actual cot- 
ton, and not a mere paper or wildcat contract. In other words, 
just as the Bank of England must have a large reserve of actual 

fold coin behind all its huge interchanges of credits, so the New 
"ork cotton market must have a considerable stock of actual 
cotton behind all its transactions. One of the most serious prob- 
lems of the New York Cotton Exchange has been and is so to frame 
its contract that a sufficient supply of actual cotton will regularly 
came to Neio York to insure th^ maintenance of this reserve. Now, 
as has been pointed out above, every bale of cotton that comes 
to New York costs somebody $1.50 to cover New York expenses; 
e\ndently, then, it is never possible for any character of cotton 
which spinners are buying freely throughout the South to come 
to New York at all. The mere saving of this expense of $1.50 per 
bale enables the spinner always to outbid New York for such 
characters of cotton as he is buying freely. 

This fundamental fact was very early perceived by the man- 
agers of the New York Cotton Exchange, and they arrived at the 
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conclusion, which experience has shown to be perfectly correct, 
that the reserve of actual cotton in New York must always be 
derived from those kinds of cotton which, for the time being, 
spinners are not buyitig freely, and which consequently holders of 

lotton in the South are willing to part with at a concession for 

he sake of getting their money out of them. 

3|C He ♦ * * * * 

Any action of the New York Cotton Exchange that should inter- 
fere in the slightest degree with this movement of cotton in syM- 
cient quantity to New YorJc, which is uUimatety redistributeato 
spinnerSy would sooner or later ahsoluiely destroy the New York 
Cotton Exchxinge. 

ie 3|c 4c }|c s|e 3|c :|e 

The whole vrohlerrif then, of the New York Cotton Exchange has 
been to provide an absolutely free market for all holders and sellers 
of every kind and description of cotton throughout the South, 
and to furnish all these holders and sellers at all times a basis of 
calculation which would enable them to ascertain at any moment 
the actual price they would get for their cotton were they to 
ship it to New York and deliver it on contracts made in the New 
York Cotton Exchange.* 

Charge that cotton has been deliberately overvalued at 
New York. — ^The above statement indicates clearly that the adoption 
of the periodic-diflFerence system at New York was due, in part at least, 
to the desire to attract a stock of cotton to that port. The theory was, 
as stated in the final paragraph quoted, that periodic difiFerences would 
'* furnish all these holders and sellers at all times a basis of calculation 
which would enable them to ascertain at any moment the actual price 
they would get for their cotton were they to ship it to New York and 
deliver it on contracts." The argument is simply that because the mer- 
chant can figure definitefy on contemplated shipments of cotton to 
New York it is more practicable for him to make shipments to that 
market than it would be under the commercial-difference system, 
where the final values of grades other than middling can not be known 
until the time of delivery. This alleged advantage of the periodic- 
difference .system is discussed in Chapter VII. 

Those who condemn the periodic-difference system contend, how- 
ever, that quite aside from any tendency which periodic differ- 
ences by their very nature may have to facilitate shipments of cotton 
to the New York market the system has resulted in the establishment 
of false differences which overvalue cotton when tendered on contract. 
As a matter of fact, under the periodic-difference system, provided the 
differences remain unchanged for long periods, some grades are almost 
certain to be overvalued. This arises from the fact that the commer- 
cial differences in southern markets are subject to change; conse- 
quently it frequently happens that the arbitrary differences established 
at New York are in excess of those for high grades in southern markets 

o Italics by Bureau. 
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or less than those for low grades in such southern markets. In other 
words, such grades are relatively overvalued in New York. 

Aside from any such incidental overvaluation of diflFerences, as it 
may be termed, however, the further charge is made that such over- 
valuing differences have been deliberately and knowingly established 
for the express purpose of attracting cotton to New York on a false 
basis for contract delivery. One member of the New York Cotton 
Exchange, in discussing this matter in November, 1907, said: 

I start with the premise that, from my observation in the 
markets of New Orleans, Liverpool, Havre, Bremen, and New 
York, New York is the clearing nouse for the cotton business of 
the world. New York is not a natural cotton market. Being 
the money center and speculative center, it has forced and built 
up a cotton market under the rules and regulations of an exchange. 
Tne question might naturall^r be asked, why is New York doing 
the largest contract business in the world, located, as it is, so far 
from the field of production? It is a clearing house for cotton 
because we either nave had a stock of cotton here, or else it has 
been possible, under certain strained conditions, to obtain a 
stock, which takes the form of a reserve, just as coin establishes 
a reserve for a bank. Hitherto — and I am now referring to con- 
ditions previous to the revision in September — New York made 
differences below middling and above middling, sUghtly over 
value in both instances, so that if the speculative tide carried the 
market beyond what might seem its normal value those over- 
valued differences have immediately attracted cotton here, with 
the result that the man who has msAe his purchase hedge here 
(assuming that he may have sold to a spinner in Fall River, or 
Providence, or Bremen, or Havre, or in Russia), has found that 
the market maintained, a fairly just equilibrium. Now, on the 
contrary, the merchant who may have bought his cotton in the 
South, prior to the time when he may have been able to sell it to 
the spinner — domestic or foreign — has been able to hedge by a 
sale in the New York market, knowing that if any manipulation 
or any comer came into the market, it was only a question of 
straining the differences, when cotton would move from the 
South here to protect that hedge. 

3|( :|c :(K * « 3|c * 

Fixed differences, at times, appear to be unfair. Those dif- 
ferences are not unfair, for in the course of time the trade comes 
around to those differences, although it may take six months, or 
maybe a year. Meanwhile, the New York market being a market 
in which these contracts are traded in in large volume, or in which 
contracts are cleared in volume, the merchant can afford to carry 
this cotton (it being the reserve which keeps the market in eaui- 
librium) until such time as the trade comes around and takes tnat 
cotton at those differences, which at one time are overvalued and 
at another time are undervalued. I want to impress upon you 
that one point; that the record of the market will show you that 
cotton has frequently, in fact every year, come to New York on 
the differences alleged to be overvalued, and we have shipped 
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that cotton out to exporters and made a profit on it; in other 
words, the time has come around when the cotton was under- 
valued. 

That certain grades of cotton have been overvalued intentionally 
or unintentionally by revision committees by means of improper 
differences is certain. By reference to chart 8, opposite page 160, it 
will be seen that for several years past the New York differences for 
low middling and good ordinary cotton have as a rule been much 
too narrow; in other words, these grades were overvalued relatively 
to middling. For the high grades the differences on the New York 
Cotton Exchange have been more nearly in line with commercial 
differences. Nevertheless, in the high-grade crop year of 1903-4 the 
difference at New York for good middUng was, for a considerable 
period, materially greater than the commercial differences existing 
at New Orleans, thus overvaluing that grade. 

While there is little doubt that certain members of the revision com- 
mittee have at times voted in favor of incorrect differences in the 
belief that they would tend to attract a stock of cotton to New York, 
it can not be said to be definitely proved that any such purpose has 
constantly governed the action of the committee year after year. 
More important than the intent of the committee in establishing such 
differences is the question of the actual effect of such false differences 
upon the supply of cotton at New York. It may be that errors in 
differences resulting in the overvaluation of certain gades may tend 
temporarily to draw such grades to New York for delivery on con- 
tract. Any such policy, however, if constantly followed, would de- 
feat its own end, for the reason, so clearly shown in this report, that 
errors in differences, if they affect those grades generally tendered on 
contract, almost invariably result in sending the contract price to an 
unusual discount as compared with spot middling. The extra profit 
apparently afforded by overvaluing differences would therefore be off- 
set by the reduction in the basis price itself. There can be no (fues- 
tion that if any such overvaluation of grades by means of improper 
differences were constant in amount, such overvaluation would be 
fully discounted by the cotton trade through depreciation of the con- 
tract price itself. Any other theory leads at once to the absurd 
deduction that there can be permanently two conflicting prices for 
cotton and that a given body of men can estabUsh and maintain an 
artificially high price in the face of the natural laws of supply and 
demand. 

This plea of bringing cotton to New York at an artificial price could 
hold only in case the differences resulted in an overvaluation and 
contracts had already been sold at these false differences, or in case 
the contract price had not j^et fallen to the discount necessary to off- 
set such overvaluation. Both these last are specific and temporary 
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conditions, and mean, of course, that some one ultimately will be 
injured, either by getting cotton at an overvaluation or by having 
his contract decline in value; that is, in its essence this proposition 
contemplates, consciously or unconsciously, a certain injustice to some 
one due to artificial factors, as distinguished from possible loss due to 
natural factors. Any such scheme for defying the law of prices must 
either work injustice ultimately or else fail to work at all. 

It has been shown conclusively in Chapters III and IV that there 
has been a tendency to reduce the contract price relatively to the 
price of spot middling whenever the prevailing contract grades have 
been overvalued. This readjustment of the contract price to im- 
proper differences, however, does not work perfectly. In particular, 
such readjustment is not instantaneous, but is often interfered with by 
outside influences. In the season of 1906-7 it was some time before 
the improper revision made in November exerted its full effect on the 
contract price. Again in September, 1907, when differences were 
brought more nearly in line >\dth those in spot markets, the margin 
between the contract price and the price of spot middling narrowed 
only slowly. This natural sluggishness in the readjustment of prices 
may readily mean that, for short periods of time, if contract dif- 
ferences established at New York are out of line with those in south- 
em markets one or another grade of cotton will be overvalued at 
New York; that is, will bring more if delivered on contract there 
than if sold in the South. Thus there may be a more or less frequent 
tendency to draw cotton of some grade — although not necessarily 
the same grade — to the New York market. On the other hand, any 
such influence is necessarily limited and essentially improper. 

It is clear from what has been said that, so far as improper differ- 
ences tend to attract cotton to New York, they tend to attract the 
overvalued grades. These will ordinarily be the surplus grades of the 
crop, that is, the grades which, for the time being, are least in demand 
in southern markets, and consequently those for which buyers in 
those markets are disposed to reduce their bids, thus making the 
New York differences relatively more attractive. The periodic- 
difference system of the New York Cotton Exchange, therefore, tends 
to make the stock of cotton at New York consist, not of a representa- 
tive assortment of grades, but of the grades which for the time being are 
least desirable. Of course, these grades, if carried long enough,.may 
later be in demand. That the general character of the stock of cotton 
in the New York market has for some time been unsatisfactory to 
spinners was openly admitted by a committee of the New York Cot- 
ton Exchange, in July, 1907, in an official report urging the extension 
of the certificate system to southern markets. That committee, 
which consisted of James F. Maury, chairman; R. P. McDougall, 
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E. E. Moore, T. M. Robinson, L. L. Fleming, John Tannor, and Hemy 
Schaefer, said, in the course of its report: 

This season shows more clearly than ever before that what the 
New York Cotton Exchange needs above all other things and 
must have, is a large stock of spinners^ cotton and a large Imsiness 
in spots. 

If we had these we would get a very large hedging business and 
the speculative business also, all that we get now, and much 
more, because the tendency or speculation is to seek the broadest 
markets where there are the largest numbers of buyers and sellers. 

The present price of our futures represents the value of the 
kind and grades of cotton which the buyer expects to get if he 
calls for delivery. He expects low grades and mixed lots, hardly 
ever even-running lots. Therefore, he usually has the added 
expense of breaking up the certificates and reassorting the cotton 
if he wishes it in even-running grades for mills or for export. 

If we had re^larly a stock of 500,000 to 1,500,000 bales, 
nearly all of spmners' cotton, it would raise the price of our' 
futures much nearer to that of spot cotton, and our future market 
would harmonize with the price of spots, and therefore would 
truly be the world's market for American cotton. 

« « ♦ ♦ « « 4c 

With a large stock of good spinning cotton held ^ by many 
members here, instead of the mixed stock held as now*by a very 
few, the speculator need not fear comers, as a manipulated rise 
in price would cause large deliveries in the current month because 
of the profit, but they would be of good grades which could be 
safely taken up because they would be readily resalable to* 
spinners and exporters. Likewise any large tender of such cotton 
on contract would draw spinners and exporters here at once to 
get bargains. 

The cotton world is demanding of us that we must represent 
the real trading basis, the spot prices for spinners^ cotton, not 
prices based on "overs," low grades, and speculation. We can 
easilv do it if we will ; no other exchange has naif a chance against 
us if we do it now. 

Carrying large stocks of spinners' cotton and becoming the 
big spot market of the world, we shall get all the hedging business 
based upon this stock and the dealings in it. The speculative 
business will come here, too, because here are the largest number 
of buyers and sellers and our future prices will then be based 
upon spinners' cotton, as they can not oe said to be now.* 

Some opponents of the periodic-difference system contend that if 

grade differences were correctly established New York might secure 

a reasonably large and representative stock of merchantable cotton, 

and that its importance as a spot market might thus be greatly 

_ 

o Italics as in original. 
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increased. On the other hand; as already stated, there are certain 
- natural disadvantages under which New York labors as a spot mar- 
ket, and many other persons in the cotton trade insist that these 
disadvantages are so great as to prevent New York from ever be- 
coming an important spot market. They argue that only surplus 
grades could come to New York even if differences were correctly 
fixed; that New York, because of its banking facilities, is a natural 
place for carrying cotton which is temporarily not in demand, but 
that since some grades are less in demand than others the stock 
which would come to New York would naturally be only of such 
surplus grades. 

Contention that New York is naturally a surplus mar- 
ket. — The views of those who thus contend that New York is a 
natural market only for the temporarily surplus grades, and that 
no change in the system of establishing grade differences would re- 
sult in materially improving the character of the stock at New York, 
are illustrated by the following excerpts from statements of cotton 
merchants obtained by the Bureau in the course of its investigation. 

One of the leading spot merchants of the New York Cotton Ex- 
change, in discussing this point in October, 1907, said: 

I recall very well that in 1897 we had nothing but high-grade 
stock in New York. In August, 1897, we owned the whole 
stock of New York cotton — consisting of about 35,000 bales — 
and the lowest grade in it was about 3,000 bales of American 
good middling; the rest of it was strict good middling, mid- 
dling fair, and fair. And then they all set up a hue and cry 
that it was an outrage to attract nothing but strictly high-grade 
cotton to New York; and all this last year they have said that 
it was an outrage to attract nothing but low-grade cotton to 
New York. New York can attract nothing else, and there is 
no legislation possible by which you can force the South to send 
cotton to New York when they can not do it. The South 
could not sell cotton at all without New York, and the people 
who sliip it up here will all tell you that — the Memphis district, 
particularly. They said New i ork was a godsend. * * ♦ 

New York is so severely handicapped by its freight conditions, 
by its terminals, by its storage conditions and insurance condi- 
tions, that it never can compete with the South in the season, 
or for that matter out of the season, because of the fact that 
New York can only draw what is temporarily unsalable in the 
South, and that tHe spinner will always buv when he wants it 
and when he needs it, and he will always leave it alone when 
he does not need it. 

Anothej- member of the New York Cotton Exchange said: 

As things are at present [September, 1907], as you doubtless 
understand, not a bale of cotton can come to New York which 
is in ^active demand by spinners, for the reason that there is a 
handicap of expense in New York to the extent of 25 points — a 
quarter of a cent per pound — which the cotton does not incur if 
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it is shipped direct from th^ South to the spinner; consequently 
the cotton which can come to New York is necessarily at present 
cotton which the spinner is not actively buying. It consists 
largely of what southern spot men call ^'' overs;'' that is, bales 
of cotton which they have to take from farmers in order to 
acquire round lots, but which they have no immediate outlet for 
witn spinners and which they smp to New York. * * * 
That is substantially oiu* only source. 

Another spot merchant in the New York market said in this con- 
nection: 

The merchant uses his purchases to fill his contracts for special 
grades, and the balance (overs) is sent on to New York. * * * 
New Orleans is a large spot market, with numbers of offices 
where the samples are laid out and sold for export, and so on, 
whereas this is not. New York is not a natural market. 

Against these arguments that New York can never hope to be 
other than a surplus-grade market, those who contend that under a 
proper system of establishing differences an adequate supply of 
cotton of representative grades would come there point to certain 
natural advantages of the New York market, particularly its great 
banking facilities and the opportunity for coastwise transportation, 
as sufficient to offset the disadvantages in respect to distance from 
the cotton belt and any disadvantage with respect to railroad rates. 
The view of those who believe that a proper system of establishing 
differences would result in building up instead of destroying the 
stock of cotton in the New York market, and spot business there, 
is illustrated by the following letter by George II. McFadden, written 
in 1905: 

Philadelphia, June 20, 1906. 
Mr. Atwood ViOlett, New York City. 

Dear Atwood : I have been intending to write you regarding 
your circular concerning the certification of cotton in the South 
so that it would be a good delivery there against contracts made 
on the New York Cotton Exchange. 

I agree with your opinion in the matter thoroughly, and if 
you ever take the matter up again, if you agree with me, I 
would 'go a step further and ask the New York Exchange to 
change their differences between grades if necessary semimonthly 
or monthly, depending upon the value of the respective grades 
of cotton. To avoid any effort at local manipulation of these 
differences it could be arranged upon the average of the .differ- 
ences between grades at five or six of the prominent cotton 
markets in the South. 

My reason for the above is that the efforts of the New, YorJc 
Cotton Exchange for the past five or six years have been to see how 
poor a contract they could make i7i New York, and not how good 
a one or even fair, and I think the time has come when the New 
York contrcu:t should he rrwde a better one than either Liverpool 
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irr New Orleans , for with proper differences and the certificate sys- 
tem there is no reason why it should not he.^ A vital reason for 
this change comes from the fact that I do not think there is 
any reason existing why New York should not be a cotton 
market for the sale of actual cotton. It has the most perfect 
coastwise connections with southern ports and very reasonable 
rates of freight; it has frequent and cheap freight connections 
with all the cotton-consummg centers of tne world ; it is within 
a night's ride of all the mills in the Middle States and New 
England, whose consumption is 2,000,000 bales cotton per year 
if not more; it has the cheapest storage in America^ the cheap- 
est money, and insurance ia no more if as high. With all these 
advantages I do not see why the effort is constantly made to 
state New York will never be a cotton market and to do every- ' 
thing possible to ignore the position it should take in the cotton 
world. 

If this position of affairs should come to pass I think the 
Cotton Exchange seats instead of being worth $10,000 would be 
worth $50,000. 

Yours, truly, Geo. H. McFadden. 

So severe a condemnation of the New York market coming from 
a firm of merchants doing a very extensive business is certainly 
entitled to serious consideration. 

Mr. McFadden (the author of this letter), when asked in November, 
1907, whether he cared to conmient upon it, said: 

Simply that since that time I have changed my mind regarding 
the situation.* New features and new interests coming into 
the cotton market, and the development of the manipulations 
in the different positions and months, make it impossible for 
New York to be what I once hoped it would. Also, the freight 
situation, which has remained unchanged, has not operated 
to the benefit of New York as against New England and other 
spinning districts. But New York will always be a cotton 
market when you have a premium on carrying charges in the 
market and not when you nave a discount, irrespective of what 
the revision committee may do, as trade laws always conform 
to those conditions. 

Surplus character of the New York stock aggravated by 
ARBITRARY DIFFERENCES. — ^Whatever the real merit of these con- 
flicting contentions as to the uatural tendency of the New York 
market to attract only surplus grades may be, it is certain that this 
tendency is aggravated by the practice of establishing grade differ- 
ences only once or t\\dce a year, since differences so established 
almost necessarily sooner or later become out of line with the com- 
mercial differences for at least certain grades in southern markets. 
Obviously it is to the advantage of the shipper of cotton to New 
York to select those grades which, by reason of disparities between 
the differences in New York and the commercial differences in the 

» Italics by Bureau. 
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South, axe temporarily most overvalued relatively to middling. 
It is also evident that, by thus putting a premium on sending tem- 
porarily imdesirable grades to New York, that market is made the 
less attractive to buyers of actual cotton. In proportion as the 
market tends to repel buyers its volume of business, especially of 
spot business, is Umited. 

It is worth noting in this connection that while defenders of the 
New York difference system assert that that market would be unable 
to maintain a stock of cotton except under periodic differences others 
express the belief that a return to the commercial-difference system 
would increase the stock of cotton and the volume of spot business 
in New York. It is true that during the period prior to 1888, when 
the commercial-difference system was employed in New York, the 
volimie of spot business had very materially declined. Thus, spot 
sales at New York, which were about 17 per cent of the crop in 1870, 
fell by 1880 to about 5 per cent; by 1890 they had fallen to less than 
3 per cent. For the ten years from 1890 to 1900, during most of 
which time revision meetings were held monthly during the active 
season, the average was 1.8 per cent of the crop. • For the seven years 
from 1900 to 1907 the average was only 1.3 per cent of the crop. 
Whether the ratio of spot sales in New York to the total crop would 
have continued to diminish if the commercial-difference system had 
been maintained can not, of course, be determined. The influences 
affecting that market are so complex that it is impossible to disen- 
tangle the effect of one from that of another. The conflicting factors 
which have been mentioned are so difficult to weigh that it is alto- 
gether impracticable to reach any positive conclusion from purely 
general considerations as to the probable effect on the New York 
market of a substitution of the commercial-difference system for the 
periodic-difference system now employed. Actual experience alone 
could determine whether New York could increase its stock of cotton 
and its spot trade imder that system. 

It is, however, a matter of secondary importance as to which of 
these conflicting views is correct. It should be apparent that the 
maintenance of a stock of cotton at New York is not the proper 
criterion for judging of the propriety of the rules and contract of the 
New York Cotton Exchange. The first consideration is that these 
rules and the contract shall be equitable and commercial. If, under 
such proper rules, the New York Cotton Exchange can not attract 
sufficient cotton to New York or make some other equitable provi- 
sion to protect operations in futures, then it must either shift its 
headquarters to some more favorable location or go out of business. 
As a matter of fact, the idea of establishing differences that over- 
value grades in order to attract cotton is inherently fallacious. It 
would be much simpler to advance the contract price itself. Such 
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advance would, if differences were properly established, affect aU 
grades alike, and would thus tend to attract a more representative 
stock than that likely to be obtained when only certain grades are 
overvalued, and this even though the stock would still consist mainly 
of the surplus grades of the crop. Any such advance in the contract 
price woxild come about legitimately as the natural result of conn- 
petitive efforts to attract cotton to New York in fulfiUment of con- 
tracts, instead of resulting from an arbitrary and false system of over- 
valuing differences which, as already shown, tends to give an advan- 
tage to a few operators as against the great mass, and which, further- 
more, is open to the serious objection that it presents a constant 
temptation on the part of revision committees to abuse their position 
for the purpose of personal gain. If it should prove that New York 
could not, by thus advancing the contract price, secure a sufficient 
supply of cotton to protect its operations in futures, then, as just 
stated, this would be evidence that the New York Cotton Exchange 
must devise some other proper means of protecting its patrons or 
go out of business. 

Section 3. Arbitrary differences an alleg^ed source of nnusnal profit to 
certain spot-cotton merchants. 

In connection with this charge that the periodic-difference system 
has been employed to draw a stock of cotton to New York, the further 
complaint is made that certain interests, and particularly a group of 
spot-cotton merchants in New York, have reaped lai^e and undue 
profits in this manner. Of course, as fully explained in Chapter V, 
members of a revision committee can, by abusing their position. and 
estabUshing differences on an improper basis after they have sold con- 
tracts on the exchange, thus secure illegitimate profits. Such possible 
abuse of the system has been fully illustrated and need not be reviewed 
here. 

Aside from any profits arising from such deliberate abuse of the 
New York difference system by those on, or represented on, revision 
committees, however, the system also undoubtedly tends at times to 
create opportunities for reaping imusual gains as a result of disparity 
between contract differences at New York and commercial differences 
in southern markets. If, whether because wrong differences are 
fixed, even though unintentionally, in the first instance, or because 
of changes in commercial differences after the New York revision, 
the contract differences result in a relative overvaluation of certain 
grades, obviously there will be, temporarily, an opportunity to reap 
an undue profit by shipping cotton to New York to take advantage 
of such conditions, and there can be no question that at times this has 
actually happened. On the other hand, this must be regarded as an 
occasional rather than as a constant feature of the New York differ- 
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ence system. The natural result of excessive differences on high 
grades of cotton, or of insufficient differences on low grades, provided 
these grades are being tendered on contract, is to send the contract 
price to a discoimt sufficient to offset such errors in the differences. 
It follows, therefore, that when this process of adjustment has been 
applied there ^ill be no undue profit in tendering such grades of cotton 
at the false differences. This is especially the case in New York, 
owing to the natural difficulties in bringing cotton to that market at 
all, particularly the relatively high freight charges. This readjust- 
ment of the contract price to errors in differences may, however, 
require some time, consequently cotton merchants who already have 
cotton on hand in New York or who are in a position to buy it promptly 
in the South may be able to deliver the overvalued grades on contract 
at New York and thereby secure a special profit which, though per- 
haps not strictly iUegitimate, is at least unearned. The larger spot 
merchants who have special facilities for knowing the tendencies in 
the relative values of the grades in the South, and who are, of course 
thoroughly informed as to the logical effect of errors in differences 
upon the contract price, clearly have an advantage over smaller dealers 
and speculators who are not as well informed or who do not have 
facilities for taking advantage of such conditions. In this, as in many 
other respects, therefore, there can be little doubt that the periodic- 
difference system of the New York Cotton Exchange, because of its 
tendency to overvalue certain grades at one time or another, has 
worked to the special advantage of a limited number of operators of 
special facilities and intelligence and to the corresponding detriment 
of the general mass of traders. 

Section 4. Alleged use of New Tork stock for the parpose of depressing 
contract price. 

In addition to the charge that the fixed-difference system of 
the New York Cotton Exchange has tended to attract mainly the 
surplus grades of cotton to that market, the further complaint is 
made that this stock has been used by large operators, in connection 
with the fixed-difference system, to systematically hammer the 
New York contract price. It has already been shown that the effect 
of differences which overvalue certain grades of cotton when delivered 
on contract is to depress the contract price. A striking illustration 
of this occurred in the New York market in November, 1906. It 
is charged that such sacrifice of contracts as took place at that 
time has occurred again and again on a smaller scale in the New 
York market as a result of improper differences in connection with 
an undesirable stock of deliverable cotton. The argument is that 
because the New York contract differences frequently overvalue 
certain grades, and because deliveries of cotton are usually so mixed 
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as to be undesirable to the receiver, holders of contracts, even though 
they were aware of these conditions at the time they bought such 
contracts, nevertheless, when the date of delivery actually arrives, 
are unwilling to take up the cotton, but instead *^run from notices;" 
that is, sell out their contracts when they receive notice of delivery 
from the seller. 

The charge here outlined is substantially that large spot houses 
on the New York Cotton Exchange have taken advantage of the gen- 
eral character of the New York stock, and of the artificial diflFerences 
established by the New York Cotton Exchange, to *'milk" the market 
by tendermg undesirable deliveries at false differences, thus inducing 
the buyers of such contracts to sell them out at a sacrifice. In this 
case, it is alleged, these same spot interests have purchased these con- 
tracts at the decline, thus making a profitable turn. It is alleged that 
spot merchants in the New York market have thus been able to keep 
in their possession a stock of cotton and to use it over and over again 
as a very effective weapon for clubbing the New York contract market. 

In this connection one of the largest spot merchants in the New 
York market, who is also a member of the Exchange, said: 

There is no question but that there is a large amount of that 
[i. e., inferior cotton] here. These men who get control of a lot 
of contracts and want to weaken the market— that is, the spot 
brokers — do not want to handle and finance actual cotton. 
They will throw a lot of this stuff over which thej^ have got to 
transfer to a different month or themselves finance it. This has 
been acting as a club, and I think it is one of the worst- features 
of the Exchange. A combination will get together a lot of this 
low-grade cotton, and before notice day there would be a high 
market and they would throw it right on the market and of 
course it would force the market down — sometimes a half a cent. 
. Q. And then they take^back their contracts? — A. Yes; emd 
very often at a lower price and thereby make what is called a 
''turn." They might have sold short and they throw this low 
cotton on the market and lower the price a half a cent and then 
buv it in again. 

Q. Has that been an extensive practice? — A. Right along. 

Q. So that the same cotton has been sold again in this way a 
great many times?— A. Without question. 

In so far as the overvaluation of certain grades of cotton at New 
York by means of false differences is recognized, and the mixed 
character of contract deliveries appreciated, it might again be ex- 
pected that these conditions would be constantly taken account of 
or discounted by buyers of contracts. In other words, that, instead 
of an occasional depression of the contract price because of a desire 
on the part of buyers to escape such deliveries, the anticipation of 
such deliveries would be in operation at all times, and would thus 
reduce the contract price proportionately at all times so that no 
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exceptionally large depreciation or loss would result. While this 
tendency unquestionably exists, it does not work with absolute 
perfection in practice. It must be remembered that all buyers in 
any speculative market are not equally well informed. A great 
many persons buy future contracts in cotton from purely specula- 
tive motives, and, not expecting to take up cotton thereon, are not 
aware of the effect of such mixed deliveries or such improper differ- 
ences on the contract price. Moreover, the fact that this class of 
speculators suffers by reason of such conditions does not deter them 
from again entering the market. It is a well-recognized trait of the 
average speculator that he is not deterred from ventures because of 
losses, but in a vast number of instances such speculators are confi- 
dent that on a second experience they will meet with better success. 

As against the opportunity which such imintelligent speculation 
offers for clubbing the market, however, it should be remembered 
that it seldom or never happens that all the shrewder operators 
are arrayed on one side of the market; instead there is ordinarily the 
keenest rivalry between factions, each of which includes operators of 
great intelligence and resources. Such operators are well aware of 
the character of deliveries and of the influence of grade differences 
on the contract price. Hence their operations tend to discoimt such 
conditions as those imder discussion, even though a large number of 
smaller traders may be ignorant of the effect of such conditions. 
Consequently any exceptional gains through the practice of clubbing 
the market, as above described, are ordinarily limited. It is worth 
noting in this connection that in December, 1907, when a very 
determined contest was in progress in the New York market, and 
when a substantial short interest was seeking to depress the contract 
price, the issuance of a fairly large number of notices at New York 
exerted practically no effect whatever. Instead, the cotton thus 
tendered was almost immediately taken up by the buyers of contracts. 

Increase in tenders of contract cotton at New York in 
RECENT YEARS. — In support of chai^cs that the stock at New York 
has been used for manipulative purposes, considerable significance 
is attached by some to the large increase in contract dehveries, or, 
rather, in contract tenders, in the New York market in recent years, 
and particularly since the system of two revision meetings yearly 
went into effect in 1897. That the amount of tenders on contract 
has thus increased is clearly shown by the following table, compiled 
from data furnished by the New York Cotton Exchange, figures for 
New Orleans being added for purposes of comparison. 
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^ Tablk 23. -TOTAL TENDERS OF COTTON ON CONTRACT IN NEW YORK AND CON- 
TRACT DELIVERIES IN NEW ORLEANS, CROP YEARS 1892-93 TO 1906-7. 



Year. 



1808-03.. 
1883-94.. 
1894-%.. 
1895-96.. 
1896-97.. 
1897-98.. 
1898-99.. 
1899-1900 



New 


New 1 


York.a 


Orleans.* 

1 


Balet. 


BaUs. 


151,600 


13,900 


102,500 


17,900 


136,300 


142,900 


133,500 


23,300 


321,000 


35,700 


126,700 


26,200 


231.800 


35,000 


n78,600 


69,700 



Year. 



1900-1901 
1901-2... 
1902-3... 
190a-4... 
1904-5... 
1905-6... 
190fr-7... 



New I New 
York.« I Orrean8.<> 



Bales. 
375,400 
397,300 
600,000 
283.500 
445,800 
478,500 
459,600 



Bales. 
17,700 
63.000 
113,200 
90,900 
32.900 
51.200 
22,500 



o Crop year. 



b Year ended Octol)er 31. 



The net tenders of cotton in the Liverpool market for a series of 
years have been as follows: 

Bales. Bales. 

1904 290,400 \ 1906 i04.500 

1905 259,100 i 1907 (llmonths) 318.700 

It should be emphasized that the figures given for the New York 
Exchange are not necessarily actual deliveries of cotton on contract, 
but the total of notices of delivery; in other words, the total does not 
mean that there was an actual transfer of ow^nership of cotton to the 
extent of the figures given. On the contrary, in many instances the 
buyer, instead of taking the cotton, simply sold out his contract to 
the original seller for the reasons just described. The extent of this 
practice can not even be estimated. 

Owing to the radical difference in the conditions surrounding the 
New York market from those prevailing in New Orleans it is practi- 
cally impossible to attempt to interpret the significance of these 
figures in connection with the charge above outlined. Since New 
York is naturally a carrying market it would be expected that reten- 
ders of cotton w^ould be more frequent there than at New Orleans. 
The large tenders in New York have been cited by some, in fact, as an 
argument in favor of the New York system, on the ground that business 
could be conducted with greater stability. It may be noted that 
these large tenders of cotton at New York unquestionably mean that 
a considerable amount of cotton was retendered again and again, since 
for several years the total tenders at New^ York have greatly exceeded 
the total amount of cotton certificated by the inspection bureau of 
the New York Cotton Exchange. 

In order to improve the character of the stock of cotton tenderable 
on Nev/ York contracts and to furnish sellers of contracts in the New 
York market with greater protection, efforts have for some time been 
made by members of the New York Cotton Exchange to secure an 
extension of the licensed warehouse and certificating system of the 
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exchange so as to include southern markets. Under this plan, cotton 
would be graded in southern markets under the control of the inspec- 
tion bureau of the New York Cotton Exchange, and after being cer- 
tificated and stored in licensed warehouses would be deliverable on 
New York contracts without actually being brought to New York; 
the buyer of the contract would be allowed to deduct from the con- 
tract price the shipping expenses from the market where the cotton 
was thus stored to New York, and also a small penalty. The argu- 
ments in favor of this plan and some of the objections to it will be 
discussed in a later part of this report and need not be further con- 
sidered here. 



CHAPTER VIT. 
ATTEMPTED DEFENSES OF PEEIODIC-DIFFERENGE SYSTEM. 

Section 1. Alleged advantage of a definite basis for transactions. 

It should be unnecessary to present further evidence to support the 
statement that the periodic-difference system has repeatedly disorgan- 
ized the future market from a hedging standpoint, that it tends to in- 
crease the risks of speculation, that it is antagonistic to the proper 
quotation of the spot market, and that other abuses of the system have 
l>een serious. 

Despite these facts, many cotton merchants, including some in the 
South, contend that it is necessary to have a system under which 
grade differences can be known for some definite period in advance, 
on the ground that otherwise it is impracticable to conduct business 
in spot cotton with reasonable certainty. Those who take this view 
assert that under the fluctuating-difference sjietem the operator in fu- 
tures, and more particularly the cotton merchant, can not reckon the 
result of his transactions with any degree of accuracy, because he can 
not possibly know in advance what differences between grades will 
apply on cotton tendered or received on his contract when the delivery 
is actually made. They urge that cotton merchants usually operate 
on a very narrow margin of profit — at times not more than an eighth 
of a cent a pound — and that so small a margin may be seriously re- 
duced, or even extinguished, if differences are changed during the 
interval between the making of the contract and its maturity. For 
instance, suppose a cotton merchant had purchased 100 bales of good 
ordinary cotton in the interior at a difference of 1 cent off middling 
and had sold a future contract against this cotton immediately on 
purchasing it. Presumably, at the time he makes this transaction, 
the cotton merchant does not contemplate delivering his cotton on 
the contract, but intends to dispose of it to spinners, using the con- 
tract merely as a hedge. In such case, however, he still has the 
alternative of delivering the cotton on the contract if that should 
prove more advantageous to him. Suppose, now, the relative value 
of good ordinary cotton, as compared with middling, declines after 
the merchant has made his purchase and before he sells the cotton, 
so that the difference between middling and good ordinary is 1.5 
cents instead of 1 cent. If, now, he sells the cotton to spinners, he 
must do so at a lower price than he paid. If, moreover, the same 
266 
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increased difference is applied in case he delivers the cotton against 
his future contract, his loss is the same. On the other hand, if, under 
the fixed-difference system, the difference for good ordinary on con- 
tract deliveries remains at 1 cent, he can deliver his cotton on con- 
tract and avoid loss, even though the commercial difference may 
widen. Consequently, cotton merchants who transact business in this ' 
way may prefer the New York system of fixed differences to the 
New Orleans system of commercial differences. As shown later, 
W^owever, any such advantage can be only a temporary one. 

Of course, if a merchant has cotton on hand in the delivery market 
and sells a contract for delivery in the current month, he would be 
subject to no unforeseen loss with respect to grade differences under 
the New Orleans system, since the differences which would apply on 
his delivery would be those existing on the day before he issued the 
notice, and would therefore, of course, be known to him. In ordinary 
business, however, owing to the time required for transporting cotton 
from the interior to New Orleans^ and for other reasons, a cotton 
merchant is compelled to buy his cotton days or weeks, or possibly 
months, l>efore delivery is actually made. In such cases, although he 
may sell a contract immediately on buying the cotton, he can not then 
kpow what differences will apply when the tender is made. It is 
clear, therefore, that under these circumstances any radical change in 
conmiercial differences in the delivery market — which, of course, 
under the commercial-difference system should be reflected in the con- 
tract differences — ^may completely upset the - calculations of such 
merchants. 

Objections to the commercial-difference system on this score are 
well illustrated in the following excerpt, in substance, from a state- 
ment by a nierchant in the Memphis market : 

The principal objection to fluctuating differences is that fre- 
quent revisions upset all the calculations of both buyers and 
sellers who are parties to future contracts. When a cotton mer- 
chant buys a quantity of cotton and hedges against that by sell- 
ing in the future market, he knows precisely what differences 
will be computed on or off the base on the day of delivery, if 
the (lifferencos are fixed. If the differences are not fixed, but are 
subject to revision at any time, he has no assurance that the cal- 
culations he based upon the differences existing when the con- 
tract was made will l)e any guide whatever to his profits upon 
(Josing the transaction. It is easily possible that in a transaction 
where he figured a profit he will realize a loss. 

A cotton buyer gf Memphis, Tenn., said : 

You know just exactly what you can expect in New York. 

You know that that difference is fixed in September and in No- 

• vember and that it can not be changed for a year. You can base 

your calculations for a year on what that cotton is worth in New 

York. In making your forward sales your basis is fixed on New 

33222—08 19 



268 COTTON EXCHANGES GRADE DIFFERENCES. 

York. You know what it is worth in New York and you can 
figure how much more spinners are willing to pay for it than 
you can deliver it for on contract. I am very much in favor of 
fixed differences. 

A merchant in the New Orleans market, who, liowever, was opposed 
to the New York system of fixed differences, said : 

We sometimes see opportunities to buy futures in this market 
against sales to Europe, and if we can be assured that the dif- 
ferences existing at the time we make the purchase will obtain 
when the delivery is made to us during the succeeding three or 
four weeks, on the same principle we can operate with exactness 
and on a narrow margin ; in either case we should prefer to know 
what we are going to get. For instance, here we are on the 6th 
day of June. Suppose June contracts were selling at a price 
which invited me to buy them. I might figure them out, buy 
the June contracts at to-day's price, receive the cotton, and I 
could sell it to Europe. I might l>e willing to do it, but the 
' cotton may not be tendered me until the end of June, and when 
the cotton is tendered to me at the end of June the differences 
may have been changed against me. For example, instead of 

S getting low middling at, say, 1-/^^ off, as it is to-dav, I might get 
pw middling at 1^ off, a difference of one-eiglith cent, and 
one-eighth cent is more than the commission I should expect to 
.make. That is the reason why I am in favor of monthly differ- 
ences. On the other hand, I might see an opportimity to buy 
cotton to-day and sell Junes, but by the last week in June, in- 
stead of the difference being l^V cents, it would be lj\ cents. Of 
course, there is the uncertainty. But you will find that most busi- 
ness men want to be sure of what they are doing. 

It will be seen that the substance of these arguments is that the 
commercial-difference system does not afford the cotton merchant a 
sufficiently definite basis for calculating the outcome of his operations 
in spot cotton, even in the New Orleans market. The additional ar- 
gument is advanced against the use of commercial differences in New 
York that that market is primarily a surplus-grade market, and that 
much of the cotton received there is purchased, not for immediate re- 
sale, but with the intention of cjjirrying such surplus grades until they 
are again in active demand. It is argued that the purchase of such 
cotton for shipment to New York is primarily a banking or invest- 
ment operation, and one that ordinarily will not be undertaken at all 
unless the merchant can be assured of a safe and sure profit. The 
fact that the New York market is at a great distance from the cotton 
belt, thus requiring more time in which to make sliipments of cotton 
from the South than in the case of New Orleans, was urged as a still 
further reason why it was imperative that the merchant should know 
in advance what dift'erences will apply on his contract when delivery 
is actually made. 
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The arguments in favor of periodic differences just outlined, it 
will be found on analysis, are in nearly every case from the standpoint 
of the seller of contracts who may desire to tender cotton upon them. 
They really amount to a plea for relieving the seller of contracts from 
risk by throwing the entire risk on the buyer. It is clear that the 
seller, if he knows what differences will apply on cotton which he 
intends to deliver, can calculate his profits to a nicety. This is not 
true, however, in the case of the buyer of the contract. Although one 
of the statements above quoted argues that periodic differences are 
an advantage to the buyer as well as to the seller, this argument is 
misleading for the reason that the buyer, instead of receiving grades 
w^hich he desires, or which he expected at the time he bought the con- 
tract, will be compelled to receive, when the delivery is actually made, 
any ^ade or grades within the tenderable range which the seller sees 
fit to tender him. 

Section 2. Fixed differences udjnst to the buyer. 

The privilege of the seller of tendering any grades within tlie 
deliverable range gives him an advantage over the buyer oven under 
the commercial-difference system, as is more fuUy^ shown below. 

The advantage of the seller, however, obviously is vastly increased 
under a system of periodic differences, since periodic differences en- 
able the seller in large measure to escape the risk of changes in grade 
differences altogether. Thus, in the case of the New York Cotton 
Exchange, during the interval between tha November revision meet- 
ing and that in the following September — or, in other words, for a 
period of ten months of every year — the seller of a contract against 
cotton on hand is absolutely protected against any change in the 
commercial differences from the day that he enters into his contract. ' 
The buyer, however, takes all the risk which the seller escapes; he 
may have to receive cotton at fixed differences which in no way cor- 
respond to those at which he could dispose of it in the spot market. 

That the periodic-difference system thus, in very large measure, 
throwsthe risk of changes in differences upon the buyer was frankly 
admitted and defended by one of the leading advocates of the 
jDeriodic-difference system in the New York market, who said : 

In any other kind of a contract, as I understand it, the buyej: 
takes the risk, and I think he ought to do so. After a man has 
sold his commodity, whether it be a horse or a house or a hundred 
bales of cotton, I see no reason why he should take any further 
risk. He no longer owns the commodity. It may l)e that he is 
delivering it two or five months hence, but it seems to me that it 
is goo<l law and good logic that the buyer slioiild take the risk 
of variation in grades, as well as of variation in price level. 
* * * My point of view is determined to a very large extent 
by my feeling that a contract is a contract; that the permissi- 
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: bili^ of variation in the contract introduces a purely speculative, 
or, I might say, gambling, element into the contract ; and that, 
consequently, when a contract has once been made there ought to 
be no variation in the terms of it. I believe, therefore, that the . 
smaller the number of changes in the differences between the 
various grades of cotton the nearer we approach to a thoroughly 
sound commercial contract. 

Important distinction between a basis contract and' a specific 
CONTRACT-* — It is true that in ordinary contracts for the purchase of 
specific goods the buyer must take the risk of any decline in value 
subsequent to the execution of the contract. Thus, if a man buys a 
piece of real estate at an agreed price, he must, of course, bear any 
loss which may occur from a subsequent decline in the value of the 
property. In the same way, the buyer of a contract calling for the 
delivery of middling cotton only, or of any other specific grade, must 
pay the price fixed at the time the contract is entered into, regardless 
of whether or not this price proves to be above or below the market 
value of such specified grade when it is actually delivered. In other 
words, the buyer takes the risk of any subsequent change in the value 
of such grade, and properly so. It by no means follows, however, 
that he should take the entire risk of changes in values of all grades 
in the case of a basis contract. The option of the seller as to the 
grades which he will tender under a basis contract makes the distinc- 
tion between a basis contract and a specific contract, and it is a vital 
one and one which can not be too strongly emphasized. Under a 
basis contract, with a fixed-difference system, the buyer not merely 
assumes the risk that middling cotton may go down in value, but he 
has to assume the risk of receiving, at a price fixed in advance, that 
particular grade among twenty or thirty which may, during the in- 
terval between the making and the maturity of the contract, decline 
the most. 

The buyer's position may be made clearer by the following illustra- 
tion: Suppose a buyer of cattle were to agree to purchase a steer at a 
given price from a' western ranch owner and to assume the risk of 
injury to the animal during shipment to a central market like Chi- 
cago. The buyer, as a result of his experience and that of others, 
Avould have some idea of the probable risk that the steer might be- 
come injured. This risk is similar to that which the cotton buyer 
takes in making a future contract for a si)ecific grade of cotton. But 
suppose the cattle buyer agreed to allow the western ranch owner to 
deliver him, at a price fixed in advance, any one of a consignment of 
30 steers which, on the arrival of the consignment at Chicago, the 
seller might then choose to deliver. In the transportation of such a 
lot of 30 steers, it is obvious that the risk that some one animal may 
become sick or injured or. may die is many times greater than the risk 
with a single steer. Under such a contract, it is clear that the seller 
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would deliver to the buyer that steer whicli at the time of arrival in 
Chicago was worth the least money. If any one of the 30 steers 
were injured or were to die, the buyer would get that one. The mul- 
tiplied risk in this case, although perhaps greater than the risk which 
the cotton buyer* taj^es under a basis contract where the differences 
for the respective grades are fixed, is similar in principle. 

In ordinary business transactions the seller undertakes to deliver a 
specific article and bears the risk incurred in obtaining that article for 
delivery. In such cases, as already stated", the buyer properly bears 
the risk of any subsequent change in value. But if the seller is re- 
lieved of his risk of delivering a specific article, as he is under a basis 
contract, he certainly should be compelled to deliver an exact commer- 
cial equivalent ; otherwise the buyer is compelled to bear not only his 
proper risk but the risk that naturally should fall on the seller. 

The absolute inability of the buyer, at the time he enters into the 
contract, to stipulate what grades he will take, or to know what 
grades he will be compelled to take, injects into the transaction under 
the periodic-difference system an enormous element of uncertainty. 
This uncertainty may properly be said to give the contract much of 
a gambling character. So far as the buyer is concerned, the trans- 
action comes very near being a lottery. The seller has not only the 
extremely valuable privilege of selecting, but also the inducement to 
select, from the wide range of grades deliverable on contract, those 
grades which he can tender to best advantage to himself, or, con- 
versely, to the greatest disadvantage of the receiver. A contract 
which permits any such advantage to one party is obviously an in- 
equitable contract ; and the inequity is not overcome by merely stat- 
ing that it is not concealed but is known to both parties. 

The difficulty can not be met by allowing the buyer of a future 
contract to specify what grades he will receive. Such a provision, 
as will be shown in a later portion of this report, is incompatible 
with the nature of a general trading contract. It is urged, to be 
sure, that the buyer does have some idea of the kind of cotton which 
he will receive; that is, that he may expect to receive thfe surplus 
grades of the crop. While this, in a general way, is true, practically 
the range of even these surplus grades is so great that he is but little 
better off than he would be if he had no idea whatever as to the grades 
likely to be delivered. The range of grades ordinarily tendered on 
even a single contract in New York is often extremely wide — ^so wide, 
indeed, that the receiver can not guess the- probable composition of 
a tender with any degree of accuracy. Moreover, in the case of 
future contracts purchased before the crop is gathered the buyer can 
not know in advance what the surplus grades will. be. 

The buyer of a contract is, therefore, at an enormous disadvantage 
under the periodic-difference system. On the other hand, the s(»ller 
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of a future contract is not put to any corresponding disadvantage 
under the connnercial-difFerence system, since here also the privilege 
of selecting the grade or grades of cotton which he will tender re- 
duces very materially the risk which he is forced to assume. It is 
true that the particular grade of cotton which he may have intended 
to deliver against the future contract which he has sold may, by the 
time delivery is made, have declined relatively to middling as a 
result of change in the commercial differences, so that if he tendered 
it he would suffer a loss. But he can at any time deliver middling 
cotton at the very price for which he sold the contract, provided 
middling cotton is obtainable. Moreover, among the wide range of 
other grades there are almost certain to be some which have not de- 
clined relatively to middling, or which have declined very much less 
than others. The cotton merchant who does anything like a large 
business in spot cotton is, therefore, usually in a position to select 
the grades which he will deliver on contracts in such a way as to 
suffer no serious loss on account of the change in commercial differ- 
ences, or, in any event, materially to limit his loss. If differences 
generally widened on all grades, the seller of a future contract who 
was carrying a large stock of cotton would deliver high grades and 
withhold low grades. On the other hand, if the differences gen- 
erally became narrower, he would deliver low grades and withhold 
high grades. If the differences became wider on low grades and at 
the same time narrower on high gradcvS, thus reducing the delivery 
value for both, the seller would be placed at a disadvantage unless 
he had middling cotton itself to deliver. 

Of course, after a seller has shipped cotton to a market in satisfac- 
tion of a future contract previously sold, he will be injured if, prior to 
delivery, differences are widened on low graders or narrowed on high 
grades, since in either case he will receive less for his cotton than he 
had expected to obtain at the time of shipment. As shown in the 
statements above quoted, it is urged by some cotton merchants that 
after a shipper has thus gone to the trouble and expense of accumu- 
lating a lot of cotton and has actually started it on its way to the mar- 
ket, ho should not be made to suffer because of any subsequent decline 
in its value as a result of changes in grade differences. While at 
first sight it seems like an injustice to subject a seller under these cir- 
cumstances to any risk of loss, it will be seen on analysis that this 
is one of the risks which the seller must expect to take unless he is 
willing to specify the exact grades of the cotton which he proposes to 
deliver; that is, unless he is willing to forego the privilege of select- 
ing at the time of delivery what grades he will tender. Such a 
system, however, as just stated, is incompatible with the require- 
ments of a general trading contract. 
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As a matter of practice, the cotton merchant who sells a future 
contract against cotton in stock often does not have any definite idea 
at the time he sells the contract what grades he will ultimately deliver. 
This is particularly true in the case of hedging transactions, where 
the seller will deliver, if he delivers at all, those grades which he has 
been unable to dispose of to the trade, or broken lots or "overs" 
which may have accumulated on his hands and the nature of which he 
himself may not have known at the time his contract was sold. This 
very opportunity of the seller, by reason of the optional feature of 
the basis contract, to dispose of his surplus grades at a time when 
he might have difficulty in selling them in the spot market, however, 
alone confers a great benefit upon him. For the seller to demand 
that he be absolutely relieved of all risk of fluctuation in grade dif- 
ferences, despite the fact that he is thus unwilling or unable to commit 
himself to the delivery of specific grades, is an unreasonable position, 
and one not in accord with business principles. As just shown, any 
such evasion of the risk by the seller simply throws a greater risk 
on the buyer. The buyer, to be sure, endeavors to escape this risk 
b^ reducing his bids for contracts. These efforts on the part of the 
buyer, however, afford only a very meager measure of protection. 
Furthermore, any such attempt on the part of the buyer to shift the 
burden necessarily results in disorganizing the future market and in 
causing heavy loss to innocent parties. 

The risk of fluctuation in grade differences exists, and consequently 
it must fall upon some one. If it were possible for merchant^ to shift 
this risk upon the shoulders of the speculative class exclusively, the 
situation would be somewhat different. It has been shown that the 
hedging function, provided differences are properly established, does 
enable cotton merchants to shift the risk of fluctuations in the basis 
price to others who are willing to assume such risk, or at least pro- 
vides for the distribution or offsetting of that risk. The shifting of 
this risk as to the basis price, accomplished by means of hedging, 
not only does not injure either the buyer or the seller of actual cotton, 
but distinctly benefits l)oth. Any attempt to shift the risk of changes 
in grade difference's by the establishment of arbitrary differences, 
however, is certain to react upon the contract price and thus to destroy 
to a greater or less extent the protection offered by hedging. This is 
equally true, whether the attempt is made to shift the risk upon a 
distinct class like speculators, or to shift it from sellers exclusively 
upon buyers. 

Thus, because the seller of a future contract has the absolute option 
of selecting what grades he will tender, the uncertainty which the 
commercial-difference system tlirows upon him is a far less serious 
matter than the uncertainty which that option, under the fixed or the 
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periodic difference system, throws upon the buyer of a future contract. 
Moreover, the argument that changes in differences introduce an un- 
certainty into the terms of the contract overlooks the fact that the 
fixing of such differences injects this uncertainty into the basis price 
of future contracts itself. 

Advantage of seller in cases where actual delivery of cotton 
IS NOT made. — ^Tlie preceding discussion has been based on the assump- 
tion that the cotton merchant who sells a future contract will deliver 
the cotton. In actual practice such deliveries are not extensively 
made by merchants. The merchant who sells a future contract as a 
hedge will not actually deliver cotton in fulfillment of his contract 
if he can dispose of it to better advantage in the spot market, while 
the buyer, at the same time, will not compel delivery on contract 
unless he is unable to supply his wants in the spot market. It is true, 
as pointed out in Chapter II, that an operator is influenced by prac- 
tically ithe same considerations in either case; that is, a merchant 
who agrees to deliver middling cotton to a spinner and who buys a 
future contract as a hedge operates on the theory that he can take up 
cotton on his future contract, and, even though it may not be exacfly 
the grade required to fill his agreement with the spinner, resell it in 
the spot market at. an advance sufficient to offset any advance which 
he may have to pay for' middling. The fact that, instead of thus 
taking up cotton on his contract and reselling it in the spot market, 
he ordinarily sells out his future contract, is merely a matter of con- 
venience, and does not affect the principle of the operation. The same 
is true of selling hedges; that is, the fact that the seller ordinarily 
buys in a contract to offset his short sale does not affect the principle. 

Since, however, in ordinary business, contracts purchased or sold 
as hedges are usually closed out by counter sales or purchases, re- 
spectively, instead of by actual receipt or delivery of the cotton, the 
hedging merchant chiefly considers the direct effect of grade dif- 
ferences on the contract price relative to the price of spot middling, 
rather than their effect upon the delivery value of the cotton if ten- 
dered or received on contract. But the contract price is, of course, 
governed largely by the delivery value. The relative advantages of 
buyers and sellers under periodic differences and under commercial 
differences as regards hedging transactions may, therefore, very 
properly be judged by the influence of such differences, respectively, 
upon the discount in the contract price as compared with the spot 
price. 

It will be found that in such hedging transactions, considered 
from this standpoint, the seller of a contract has. an advantage prac- 
tically as great as in cases where actual delivery of cotton is made. 
The conditions which operate to the advantage of the seller in ac- 
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tual deliveries tend to depress the contract price relative to the price 
of spot middling, in which case the seller of a hedging contract who 
buys in another contract to offset it makes a profit on the contract 
which more than offsets his loss on his transaction in spot cotton. 
This is well illustrated in the case of the great increase in the margin 
between the spot and the contract price which occurred in the season 
of 1900-7 as a result of the improper revision of November, 1906. 
To be sure, under a periodic-difference system the contract price 
after once having been sent to an unusual discount as compared with 
the spot price may again advance. It might seem that a merchant 
who sells a contract short at a time wnen the discount is greatest 
would be likely to suffer loss when the discount is subsequently re- 
duced. Such loss, however, he can usually avoid by simply holding 
the spot cotton against which he originally sold a hedge and deliv- 
ering it in fulfillment of the future contract. In this case he ob- 
tains the price at which the contract was originally sold (of course, 
with allowances for the stated differences), regardless of any subse- 
(luent fluctuation in that price. Moreover, the very fact that the con- 
tract price is at an abnormal discount puts the seller on his guard, for 
he can expect that more nearly normal conditions wiH some time 
return. 

While, therefore, under the periodic-difference system the seller 
has a great advantage over the buyer in hedging transactions closed 
out without actual delivery, on the other hand the seller is subjected 
to no unfair disadvantage under the commercial-difference system. 
If, as would be the case under a perfect working of that system, the 
contract price maintains a substantially uniform parity with the 
spot price, the seller as well as the buyer of a hedge is fully pro- 
tected. He will neither lose nor gain by reason of changes in the 
general level of cotton prices. 

The marked advantage of a selling hedge over a buying hedge 
under the periodic-difference system undoubtedly explains the pref- 
erence of some cotton merchants for that system as against the com- 
mercial-difference system. Many cotton merchants, particularly 
those of sufficient means to carry a large stock of cotton on hand at 
all times during the active cotton season, have much less occasion to 
use a buying hedge than a selling hedge. In other words, having 
n stock of cotton on hand which may depreciate in value, they desire 
to protect themselves against such possible depreciation by selling 
futures. If, as a result of errors in fixing differences, the contract 
price is sent to an abnormal discount as compared with the price of 
spot middling, such sellers of hedges are not only protected, but, 
in addition to securing a proper protection, they reap an undeser\'ed 
profit to the extent that the discount in the c(mtract price is thus 
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unduly increased. It is easy to see how merchants who have reaped 
excessive profits under these circumstances should so strongly favor 
the New York periodic-difference system; but the interests of this 
class of merchants should not be allowed to prevail as against the 
interests of other merchants and of spinners whose business requires 
the use of buying hedges. The hedging merchant is not entitled to 
a speculative profit. He is supposed to forego this in return for pro- 
tection against speculative losses. 

Section 3. Alleged tendency of periodic differences to ndae prioet to the 
cotton grower. 
A further argument advanced in favor of the periodic-difference 
system is one which is really a corollary to the contention that mer- 
chants require definite knowledge of contract differences in conduct- 
ing transactions in spot cotton. This is that it enables the cotton 
buyer in the South to pay the grower a higher price than he could 
afford to pay under the commercial-difference system. The argument 
is that, since the buyer, in selling contracts against cotton purchased, 
can calculate his profit definitely under periodic differences, he is con- 
sequently able to operate on a narrower margin of profit than would 
otherwise be possible and thus to pay higher prices to the cotton 
grower. Under the periodic-difference system, such a merchant, pro- 
vided delivery is to be made before another revision, can know at the 
moment he sells the contract in the New York market exactly what he 
will receive for his cotton when he finally^ tenders it.« On the other 
hand, under the commercial-difference system as .employed in New 
Orleans, he can not thus know what the final delivery value of his cot- 
ton will be. If he delivers high-grade cotton and the differences are 
narrowed prior to the maturity of his contract, he must accept a corre- 
spondingly smaller price ; or if he delivers low grades and the differ- 
ences are widened, the net value of his cotton will likewise be reduced. 
Of course, it may be that differences will change in his favor. There 
is, however, an element of uncertainty. Consequently, it is argued, 
the merchant, in buying cotton from the grower, will bid a lower price 
for it than he would bid under a system of fixed differences, in order 
to protect himself against this factor of uncertainty. This argument 
that the periodic-difference system tends to enable the cotton merchant 
to pay the cotton grower higher prices for his product, was advanced 
not only by members of the New York Cotton Exchange, but by some 
buyers of cotton in the South. 

« Of course, the grading of the classification committee of the New York Cot- 
ton Exchange might not be exactly identical with the Ideas of the seller, but 
this would be true under any system of differences. 
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A member of the New York Cotton ^Exchange said : 

The system of fixed diflferences has a peculiar advantage in an 
ordiqary season ; in an extraordinary season like the last one it 
fails. This system of fixed differences has been a great thing to 
the holders of very high and very low grades of cotton which are 
not in immediate aemand. During the neicht of the season, when 
there is plenty of cotton, the demand usnally runs for the medium 
grades, say, for middling to strict middling. If buyers can not 
get those grades, then they stretch out to ^ range of from strict 
low middling to strict good middling; but the grades below and 
above only go into consumption af t^er the other trades have been 
exhausted. But these grades are raised by the rarmer, and who- 
ever makes a market for them is benefiting the farmer in the first 
instance. That is one great advantage of the contract. 

Now, suppose a farmer, an average farmer, brings in, say, 5 
bales ; he has 4 good bales and 1 which was picked at the end of 
the season. He does not want to carry that 1 bale home ; he 
wants to sell what he has. He does not grade it ; he knows it is a 
little off, but he won't sell the 4 unless he can sell the whole ?. 
Somebody has to buy that extra bale from him, and that some- 
body has to find a place for it, and the price of the 5 will de- 
pend on what he can sell that " off bale " for. If he did not have 
a future market where he could sell that, he either w^ould not buy 
it or he would take it at a price which would perhaps bring down 
the value of the other 4 bales very materially ; but, having an 
outlet for that in the future market, he can pay a reasonable price 
for it. That is from the standpoint of the seller; for the man 
who buys it is really only an intermediary. 

Now, somebody buys it. Who? The man who has money 
lying idle. He will buy the future contract which this man sells, 
and he will buy it in December because he knows that he can buy 
December and sell perhaps January at 12 points higher, whicn 
will pay him 6 per cent interest on his money. That is where the 
fixed differences come in. He knows when he takes that cotton up 
on December that he will be able to deliver it next January, or 
March, or July, and all he has to do is to figure his storage and 
* insurance rates from month to month, and then he can figure out 
what interest he will get on his money. The same cotton that he 
takes up in December, say, at 60 points under middling, he will 
deliver in July at 50 points difference. That is the advantage it 
has. It makes a banking proposition that gives an outlet for cot- 
ton that at the moment may not be in demand. The man who 
takes up cotton in this way has a dead-sure hedge ; otherwise he 
would not take it up. 

A buyer of Mobile said : 

Now, if he [the cotton merchant] sold contracts in New Or- 
leans with the purpose of delivering on New Orleans contracts, 
and the cotton took all the way from one month to four months 
to get to New Orleans — and differences in this season have wid- 
ened a half cent sometimes in less than two weeks — ^where would 
he be when he bought it, purposing to deliver it on that contract 
* * * ? New Orleans don't take a fixed difference excei)t 
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five days before delivery. You have to give five days' notice in 
New Orleans. If he sold on contract in New York, he has got 
the differences fixed .there, and the cotton might take one month 
or five months, yet the buyer knows exactly how much he has 
made or lost on that cotton. At the New Orleans differences, 
do you think a merchant or a buyer could buy that cotton and 
. give anything like the value of that cotton? The loss would 
really come on the farmer in the end. You would have to have a 
much bigger margin if you bought on that basis. The fixed dif- 
ference IS in favor of the farmer. If I have got to take the risk 
of the differences widening, I must have a much larger margin to- 
work on, naturally. That is only business. 

The argument in these statements is that, with differences fixed in 
advance^ the cotton buyer who sells a future contract in the 'Sew York 
market can at once know exactly what he will realize for his cotton 
if he delivers it on that contract^ and that consequently he will be able 
to operate on a narrower margin of profit in buying cotton from grow- 
ers than if he hedged in New Orleans, since in that case the final value 
would depend on the differences existing at the time of delivery. It 
does not necessarily follow, however, that because of this certainty as 
to differences such a cotton buyer really pays the grower a higher 
price for cotton. It must be remembered that if the New York con- 
tract differences are wrong on those grades which are being tendered 
the New York contract price will almost invariably be sent to a cor- 
respondingly lower basis relative to the spot middling price. Under 
such conditions the price of basis contracts at New York will be rela- 
tively lower than the price of such contracts at New Orleans, where 
commercial differences are used in settlement of contract deliveries. 
In other words, while the merchant using the New York market may 
make his calculations on a narrower margin, on the other hand he 
is also making them on a lower basis. The argument overlooks the 
vitally important fact that the risk of fluctuation in grade differences 
exists, and is not eliminated simply because the seller may be able to 
throw it on the buyer. Instead, the buyer, being aware that he must 
take this risk, naturally endeavors to avoid it as far as possible by 
reducing the price which he will pay for his contract. Consequently, 
as just stated, the seller starts with a lower contract basis in the first, 
place than he would if he were operating under a fluctuating-differ- 
ence system. 

Supporters of the argument above outlined themselves argue that 
the contract price adjusts itself by such discount; in other words, 
this overvaluation of grades is offset by depression of the contract 
price relatively to the spot price of middling (see p. 138). These 
arguments are really in direct conflict with each other; indeed, the 
whole argument, it will be found, on final analysis, is based on the 
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assumption that a given body of men can arbitrarily fix and deter- 
mine the price of a commodity in defiance of natural laws. 

At times, of course, the basis price at New York may be such that, 
with the grade differences added or deducted, as the case may be, 
the net price which the seller would realize in delivering a certain 
grade of cotton on contract would be higher than the price he could 
obtain by delivering that grade on contract in New Orleans. In 
other words, there may be an unusual profit at times in shipping cer- 
tain grades of cotton to New .York for delivery on contract. Under 
these conditions, it is not unlikely that, as a result of competitioti 
among the buyers of such grades, a part of this extra profit would be 
passed on to the grower. Such a condition is, however, only tem- 
porary. It is due merely to the fact so frequently pointed out that the 
readjustmefit of the contract price in New York to errors in grade 
differences is not instantaneous, and that while such readjustment 
is in progress it may be possible for a limited period of time to real- 
ize what may be called an undue, or unusual, price for cotton, if de- 
livered on contract in New York. As soon as the natural readjust- 
ment of the contract price takes place, this opportunity for special 
profit disappears. 

This fact was, indeed, admitted by a member of the New York 
Cotton Exchange who had contended that by overvaluing differences 
a stock jyf cotton could be attracted to the New York market. He 
said, in part : 

We will assume that last year [1906] differences were not 
properly revised in New York. If criticism of this market be 
true — and we will take low middling and [good] ordinary cot- 
ton — if those differences were so abnormally overvalued, the 
stock of cotton in New York ought to have been five or six hun- 
dred thousand bales. ♦ ♦ * The fact that more cotton did 
not come to New York is conclusive evidence that the New York 
contract in the final analysis settled to the value of the cotton 
that was actually in New York and to the value of cotton legiti- 
.mately tenderable on the New York contract. 

It can not be assumed, therefore, that the periodic-difference sys- 
tem constantly enablete a merchant to pay higher prices than he could 
pay under fluctuating differences. Otherwise, merchants using the 
periodic-difference system — that is, merchants selling New York fu- 
ture contracts — would be able to outbid their competitors who use the 
commercial-difference system. Indeed, if it were true that it was 
more profitable, not merely for limited periods, but regularly, to 
^send cotton to New York than to New Orleans, New Orleans would 
have been forced out of business as a cotton market. By the very 
nature of things, over a long period of time two markets can not 
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exist side by side unless a substantial parity in prices is maintained 
between them — allowing, of course, for cost of transportation. A 
commodity tends to seek the highest market just as certainly as 
water tends to seek its level ; and New York could not constantly offer 
higher net prices for cotton* than those offered by other marketj- 
without attracting practically all the cotton. As a matter of fact, 
that market attracts only a trifling percentage of the crop ; and the 
maintenance of even a moderate stock is admitted to be one of the 
most serious problem^ which the New York Cotton Exchange has to 
meet. 

Even if it be admitted that New York temporarily outbids south- 
ern markets for certain grades in order to attract a stock to protect 
its contracts, this, as already pointed out, could be accomplishe<i 
as well, and, indeed, better, by advancing the New York contract 
price itself under a proper system of differences. Any premium 
which the New York market may at times pay for cotton is, therefore, 
really due to the fact that that market needs cotton, rather than to 
any peculiar influence of its difference system. 

It is worth noting that Mr. Marsh, of the New York Cotton Erx- 
cliange, in the article already frequently referred to in this rejjort, 
does not contend that the farmer obtains a higher price for his cotton 
because of periodic differences, but states that — 

The reserve of actual cotton in New York must always Ik» 
derived from those kinds of cotton which, for the time being, 
spinners are not buying freely, and which, consequently^ holders 
of cotton in the South are willing to part with at a concession 
for the sake of getting their money out of them.^ 

Section 4. Alleged advantage of periodic-difference system in facilitating 
boi rowing on cotton. 

A further advantage claimed for the periodic-difference system is 
that it greatly facilitates the borrowing of money on cotton as collat- 
eral. This claim is principally made in the case of the New York 
market, where, it is urged, banks have so wide a field for investment 
that they are none too willing to loan on cotton, and are specially 
disinclined to do so unless they can at all times know the exact value 
of the collateral. It is argued that with fixed differences the bank 
has merely to consider changes in the basis contract price in order to 
know the changes in the value of the cotton it holds as collateral, 
while under commercial differences it must consider the changes in 
these also, which complicates the matter and causes the bank to insist 
on a wider margin in making loans. 
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One of the largest spot cotton merchants of the New York Cotton 
Exchange stated this argument, in substance, as follows : 

The New York cotton market is not a natural cotton market. 
The New York market is here only by reason of the capital being 
concentrated here in New York. In other words, if the cotton 
crop of the South is too large in one season for the requirements 
of consumption, the surplus must be carried by capital, and New 
York will furnish that capital always and will easily carry that 
surplus, thereby preventing any undue depression in the south- 
ern markets. AgBLin^ if the crop in one season is of too hi^h a 
grade (it is iust as difficult to sell too high a grade crop at times 
as it is to sell too low a grade crop, for if there is an extreme crop 
in grade one year or another there comes a time in the season 
when the South gets glutted with the so-called "unsalable" 
stuff). New York comes in and takes that stuff and holds it off 
the market until such time as the spinners of the world can take 
it ; that is merely a function of the exchange. In order for New 
York to carry cotton they necessarily have to have capital. It is 
not a question of a man going to a bank and saying, " I have 
1,000 bales of cotton ; will you loan me $50,000 on it, and I will 
pay you back in a week?" That is what they do in. the South, 
and the bank naturally says, " Yes; we will do that." In New 
York, we know that when we get this cotton — naturally, for the 
time unsalable — we have got to go to the bank and say, " We 
want this money, but we don't know when we will pay you back ;" 
■ and the bank says, " We will let you have this money .^' But the 
bank also, in the nature of the case, will sayj " What quality of 
cotton are you going to receive?" and we will say to the bank, 
" It does not maKe any difference what grade we receive ; we will 
give you those warehouse receipts and the warehouse certificates 
of the New York Cotton Exchange showing you the grade, and 
the grade does not change within one year; but the differences 
that the exchange may make between grades afterwards may vary 
considerably." Now, the bank will say to a concern which has 
not very much money, " That difference may amount to $2 or $3 
a bale;" and we would have to say, " Yes." AVell, naturally, the 
bank would say, " We would rather not do that. If you give us 
the certificates and tell us that in case anythiiiff happens to you, 
we can deliver that cotton back at the same dinerenoes at which 
you received it, we will give you all the money you want." That 
IS looking at the situation from a banker's standpoint ; and, as a 
director in one of the banks that does perhaps the largest cotton 
business in New York City, I know from experience that what I 
have stated is true. I claim that the only contract New York 
should have is a contract for basis middling, putting the fixed 
differences on the grades above and the grades below, made up 
from an average of, say, twenty years, and then lot them stay 
there permanently. In other words. New York will at all times 
be ready to buy the cotton, whatever the grade may be, at those 
differences, an^ will at all times be willing to deliver the cotton, 
whatever the grades may be, at those differences. And banking 
interests would like to hold such collateral, because they will then 
know that they can not be damaged in the event of the party bor- 



282 COTTON EXCHANGES— GRADE DIFFEEENCES. 

rowing the money going wrong. In such an event thev can turn 
around and deliver the cotton back on the cotton exchange and 
get the same money back that they have paid for it, which under 
our present system is not possible. 

The bank always looks at the basis middling price. For in- 
stance, a bank to-dav will loan on the October price, which is 11 
cents — the bank will loan up to 80 per cent of it, and if the 
market should go down they will require sufficient margin to 
make that good — just like a loan on the stock exchange. But the 
bank caii not follow the revision in the grade differences. Even 
we who are in the trade do not know what they may be for a cer- 
tain date ; and consequently the banking interest, between one day 
and another, rims the risk" of the differences being so revised that 
the value of the cotton which they hold as collateral is very much 
less than what they loaned on. 

It is possible that the periodic-difference system facilitates the 
loaning of money on cotton as collateral. The difficulty of the lender 
under the commercial-difference system, however, may readily be 
exaggerated. It is no serious matter for a bank lending money on 
cotton to compute the value of the collateral by applying to the con- 
tract price the commercial differences' prevailing at any given time 
upon the particular grades of cotton which it holds as collateral. 
It is true that the official differences may not be an exact indication 
of the differences which will apply. on delivery under a particular 
contract, since allowances must be made for special characteristics 
of cotton, off grades, etc., in the final determination of differences 
by arbitrators. These variations, however, are not a serious matter 
from a banking standpoint. Moreover, any such uncertainty as to 
the precise value of cotton is amply covered by the niargin of security 
which any prudent bank would exact in making a loan. Even with 
the periodic-difference system, bankers do not ordinarily loan in 
excess of 80 per cent of the value of cotton; and it is not probable 
that they would require any material increase in this margin of 20 
per cent to also insure them against fluctuations in grade differences 
under the commercial-difference system. In view of the vast amount 
of money loaned on cotton by southern banks imder the commercial- 
difference system, there is little reason to l)elieve that merchants de,sir- 
ing to obtain advances on cotton in the New York market would 
have any serious difficulty in doing so if the commercial-difference 
system were adopted there. In any event, however, emy such addi- 
tional difficulty in securing loans is obviously no justification of an 
uncommercial system. Furthermore, under the commercial-difference 
system the bank can be safeguarded by requiring a hedge, and if the 
system is properly applied the hedge will be a genuine protection, 
while under the periodic- difference system the hedge itself not only is 
not a certain protection but may be an absolute source of danger. 



OTHER ATTEMPTED DEFENSES OP FIXED DIFFEBENCE8. 283 

Section 6. Alleged use of arbitrary differences in spot-cotton business. 

A further attempted defense of periodic differences in principle 
has been made on the ground that in the spot-cotton business itself 
such differences are extensively employed, and that spot-cotton mer- 
chants who object to the application of such differences to future con- 
tracts are therefore inconsistent. 

The statement that fixed differences are used in the spot-cotton 
business is not in any real sense true. It is a fact that large buyers 
of spot cotton frequently notify their interior correspondents that 
they will receive various grades of cotton at certain stipulated differ- 
ences on or off the price of middling. This is illustrated by the fol- 
lowing excerpts from letters of a New York Cotton Exchange finn 
to a southern merchant, such lists sometimes being referred to as 
'^ difference sheets :" *» 

Please not« the following grade differences to govern our pur- 
chases, from Monday, September 3, 1906 (Liverpool class) : 

F. G. M., i ct. on G. M.; G. M., pass; F. M., i off G. M.; 
Midd., W off G. M.; F. L. M., f off G. M.; L. M., If off G. M.; 
F. G. O., 2i off G. M.; G. O., 3* off G. M. Any M. F. and 
B. M. F. cotton to be invoiced at F. G. M. prices. Tinges, F. M. 
and above, J off white; tinges, Midd. and below, J off white; 
stains, F. M. and above, ^ off white ; stains, Midd., f off white ; 
stains, V. L. M. and below, 1 off white. 

We will thank you to please acknowledge receipt of this letter. 
Yours, truly. 



Please note the following new grade differences to govern our 
basis purchases, on from Monday, October 15, 1906 (Liverpool 
class I * 

F. G. M., A ct. on G. M.; G. M., pass; F. M., ^ off G. M.; 
Midd., tV off G. M.; F. L. M., if off G. M.; L. M., 1/^ off 
G. M.; F. G. O., 2* off G. M.; G. O., Si off G. M.; tinges, 
F. M. and above, J ct. off white; tinges, Midd. and below, j ct. 
off white; stains, F. M. and above, ^ ct. off white; stains, Midd., 
f ct. off white ; stains, F. L. M. and below, 1 ct. off white. 

On basis orders we allow no premium for cotton above 
F. G. M., and any M. F. and B. M. F. cotton on such orders has 
to be invoiced at F. G. M. prices. 

We will thank you to please acknowledge receipt of this letter. 
Yours, truly, 

A moment's reflection will show that the practice of fixing differ- 
ences in the manner above described is in no sense parallel to the 
fixing of differences by a revision committee of the New York Cot- 
ton Exchange. In the first place, it is the buyer who names these 



^ The grades Indicated by the initials can readily be ascertained by reference 
to the list of Now York grades on page 72. 
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differences, and who specifies what grades he will receive under this 
arrangement. Furthermore, such arrangements are revocable on a 
moment's notice. Consequently, they are not fixed in any such sense 
as are the differences of the New York Cotton Exchange. It should 
be unnecessary to explain that private arrangements of this tempo- 
rary sort between individual buyers and individual sellers are rad- 
ically different in fundamental principle from the practice of the 
New York Cotton Exchange in establishing differences which hold 
good for ten months, or, in many cases, for a year, in advance with 
respect to the transactions of all buyers and sellers. To cite this 
.practice in defense of the fixed-difference system of the New York 
Cotton Exchange is, therefore, not only irrelevant but absurd. 

Section 6. Commercial values the proper basis for determining differences. 

It appears, therefore, that tlie attempted defenses of the periodic- 
difference system have little force and are far more than counter- 
balanced by the evils which have been shown to result from that sys- 
tem. In the preceding sections of this chapter and in the earlier 
chapters of this report the disadvantages and abuses of the periodic- 
difference system have been presented in detail and in their narrower 
aspects. All these disadvantages and abuses really rest on the one 
fundamental proposition that the system is uncommercial and un- 
businesslike. The application in the settlement of future contracts 
of any differences which do not correspond with those indicated by 
current commercial prices at the time of delivery is a violation of 
the sound business principle that values should depend upon supply 
and demand. 

The theory of a basis contract undoubtedly is that it is an optional 
contract; that is, that the seller, instead of being compelled to deliver 
middling cotton, is allowed to tender other grades in lieu of middling. 
The natural and equitable arrangement obviously would be that these 
other grades should be tendered only at their true relative value as 
compared with the basis grade, middling; in fact, no other ar- 
rangement appears to have been seriously considered during the first 
twenty years of future trading in cotton. The very term " basis 
middling " means, of course, that the other grades are to be delivered 
at differences relative to middling. The question naturally arises, 
What better differences could be used than those established by actual 
transactions in the various grades in the spot market? It is prob- 
ably safe to say that any proposition to establish contract differences 
on any other basis would have been rejected as absurd at the time 
that future trading in cotton was commenced. 

That commercial differences were regarded as the onh^ proper basis 
is indicated by the fact that in New Orleans and Liverpool — the two 
greatest spot markets of the world, and which also do a large business 
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in futures — this basis has been the only one seriously considered. 
Furthermore, when the New York market first departed from an 
absolutely commercial basis by providing first for weekly and then 
for monthly revisions of differences, it nevertheless aimed to follow, 
within these limits, the commercial basis. This is indicated by the 
fact that the rules of the New York Cotton Exchange for a consider- 
able time specifically provided that the revision committee should, in 
advance of its meetings, obtain from the great spot markets of the 
South the differences actually existing in those markets, the obvious 
intent being that such differences should be used as a guide in estab- 
lishing the differences at New York. It was only at a later date 
that, owing to the narrowness of the New York spot market and to 
other considerations noted elsewhere, the New York Cotton Exchange 
departed from the commercial-difference principle altogether. 

It will be recalled <» that a special committee of the New York Cot- 
ton Exchange reported in 1891 against a system of yearly revisions 
in part as follows: 

Much as it may be desired by traders in futures to have fixed 
values for the various grades, no legislation can ever accomplish 
it; supply and demand will regulate the values, and fluctuations 
are consequently unavoidable. 

" Fixing " op differences an interference with the laws of 
SUPPLY AND DEMAND. — Asidc from the historical evidence as to the 
propriety of commercial differences, it is clear from the logic of the 
problem that actual commercial differences are the only proper ones. 
The simple fact is that the relative values of the various grades of 
cotton in the spot market vary under the natural working of the law 
of supply and demand. Any attempt to establish or " fix " differences 
on any other basis is necessarily a defiance of that law. The situation 
was well put by a broker in the New Orleans market, who said : 

You have two fluctuations, one in the general tendency of the 
market and the other in the differences of grades, which are af- 
fected by the growing conditions ; you have no more right to fix 
one fluctuation in the market than you have the other. 

One of the largest factors in the New Orleans market said, in sub- 
stance : 

There is no equity in fixed differences. It is impossible to have 
fixed differences together with the equities of contract. You 
might as well try to fix the price of middling cotton as to say 
what will be the value of good ordinary or low middling thirty 
days hence on the basis of middling. I do not favor the fixing of 
differences for more than a day. To do so violates the funda- 
mental principles of business. It is impossible to do it with any 
degree of equity. Nothing will justify it. 

** See page 150. 
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Another cotton factor in New Orleans said : 

To my mind it is an absurd proposition. The idea of a person 
or persons, in the month of August or September, sitting down, 
whether it be a committee of one or a committee of fifty, and 
saying that the differences between grades have got to be so and 
so for the next year is simply absurd, because the differences 
between grades are regulated by the simple question of supply 
and demand from day to day or from week to week or from 
month to month. Those differences change, and no set of indi- 
viduals can delegate to themselves the authority to say that the 
differences between grades must and shall be fixed for six months 
or a year, because nobody is going to pay any attention to it. 
They might as well try to say that we are going to fix the price 
of contract cotton at such and such a price. It is a foolish propo- 
sition. As against this question of fixed differences, why is it 
that all of the real genuine spot markets of the South and of 
Europe do not have a fixed difference? * * ♦ It is an unfair 
proposition. It is a system which is opposed by all the legitimate 
and the controlling spot markets of the world except possibly 
the New York cotton market; but I do not consider jfew York a 
spot market. 

A merchant in the Savannah market: 

The sale of a future contract is made on the basis of middling. 
Nearly any grade of cotton can be delivered on it, and if mid- 
dling is not delivered then the other grades should be delivered 
at either as much more or s^s much less in price as is justified by 
the differences in value obtaining at the time of delivery in the 
markets of the world between the grades. If a man buys mid- 
dling, and if he is forced to take low middling at one-half cent 
less, at a time when low middling in the markets of the world is 
selling at H cents less, an injustice is done him; and if a man 
sends good middling cotton to New York, which is worth one- 
half cent more in the markets of the world than middling, and if 
after arriving in New York the difference is fix^d at three-eighths 
cent above, and he therefore has to deliver the cotton, which is 
worth one-half cent more than middling, at three-eighths cent 
more than middling, an injustice is done him. While it is true 
that at certain times it may suit a limited number of dealers in the 
South to find that they can ship their low-grade cotton to New 
York and deliver it on contract at more than its intrinsic value, it 
would be very shortsighted to argue that such exceptional, tem- 
porary, and illegitimate advantages in the end could operate to 
the advantage or the trade at large. 

In connection with this it may be pointed out that nothing in 
the above ought to indicate that under certain conditions a basis 
sale at fixed differences between grades may not be legitimate, 
and at certain times advantageous hoth to buyer and seller, if the 
parties to the trade realize at the time what they are doing. A 
mill may be in the position, owing to the peculiar character of 
the goods it produces, to utilize low middling at one-half cent 
below middling, without regard to the possibility of that grade 
being comparatively cheaper in the open market later on; and 
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the farmer whose crop has been damaged by rain, and who knows 
that he is going to make a good deal of low middling cotton, may 
be willing to sell that grade for delivery after his crop shall have 
been picked at half a cent off, even though there is a possibility 
of that grade bringing only a quarter of a cent below middling 
at time of deliveiy. This^ however, is a very different matter 
from a contract sale on basis which is put on the market with the 
idea of representing the value of middling cotton, whether that 
grade or any other grade be eventually delivered. 

The arbitrary character of the fixed-diffejrence system is well illus- 
trated by the following excerpt from a printed circular of Atwood 
Violett, a member of the New York Cotton Exchange, under date of 
December 27, 1906: 

Ten or more men, comprising a majority of a committee of 
seventeen, come together annually in November, ostensiblv for the 
purpose of making adjustments to fit the commercial differences 
between the grades in their relation to middling. Only this and 
nothing more. In reality^ however^ they arrogate to themselves 
the power to ''fix " any excessive premium and any insufficient 
discount, regardless of the actual market worth of the grades in 
any market where spot cotton is bought and sold, in their relation 
to middling, and thus force payment here upon the buyer of the 
contract at unwarranted values for the cotton tendered to him. 

A member of the New York Cotton Exchange, who defended the 
theory of fixed or periodic differences between grades, when asked 
what difference there was in principle between fixing differences and 
fixing the price of middling cotton itself, said : 

I think, while the fixing of the price of middling cotton is, of 
course, absolutely out of the question, that you can with the 
greatest propriety fix the relative differences off and on middling 
on the third Wednesday in Novembey. * * * But the fixing 
of a price for middling cotton is a different proposition, for the 
reason that on the third Wednesday in November it is not abso- 
lutely known what the crop may be. One can not guess within 
2,000,000 bales of what a 13,500,000-bale crop will be. One has 
no idea of what the crop will be. There is no way of fixing the 
price of middling cotton at all. Not only is it not possible to 
Know the volume of the crop, but before the end of the year, and 
even before the middle of the year, a number of things may hap- 
pen that will influence the demand for cotton, and this would 
necessarily have an effect upon the value of the crop, whether it 
be large or small. On the other hand, it is possible to know with 
reasonable exactness the relative proportion of the various 
grades of cotton by the end of November, because a sufficient 
quantity of the crop has been ginned to indicate about what the 
proportions of the various grades will be. 

The above contention, that it is possible to estimate closely the rela- 
tive proportions of the various grades in any given crop, admits 
nevertheless that, under the periodic-difference system, estimates '^'* 
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guesses are necessary, and overlooks the far more important fact that, 
oven if the quantities of all ^ades in a crop could be accurately 
known in advance, it would still be impossible to know months ahead 
what the relative values of such grades in the spot markets of the 
world would be. The relative demand for grades may be changed 
as well as the supply. 

The establishment of arbitrary differences without regard to actual 
differences is, in fact, nothing but a weak and unbusinesslike effort to 
evade the risk of fluctuations in grade differences. It does not change 
the fundamental fact that this risk exists; and if it is not met by ad- 
justing the contract differences to accord with actual differences it 
must be met by adjustment in the contract price. What this adjust- 
ment in the contract price means should be sufficiently clear from the 
facts already presented. 

Indeed, when finally analyzed, the practice of permitting a com- 
mittee of seventeen men to fix the relative values of the various grades 
of- the cotton crop for ten months or a year in advance is absurd; and 
when it is remembered that the members of this committee may have 
previously sold or purchased contracts and are consequently able to 
change the value of such contracts in their own interest, regardless of 
the rights of the other parties to them, it should be clear that the sys- 
tem is really indefensible. 



CHAPTER VIII. 
ABVSES CHARGED AGAINST COMHESCIAL-DIFFESENCE STSTEH. 

Section 1. Principal complaints against the system. 

In view of the inherent inequity of the periodic-difference system 
as employed by the New York Cotton Exchange and the evils which 
have resulted from it in practice, it^might seem that no question could 
possibly arise as to the superiority of the commercial-difference sys- 
tem. Many members of the cotton trade, however, who admit that 
the commercial-difference system is in principle the only correct one 
neverthelass assert that the abuses which have accompanied its prac- 
tical application have been even more serious than those resulting 
from periodic differences. They contend, furthermore, that periodic 
differences were adopted at New York only after actual experience 
with commercial differences, and, in fact, as a result of that experi- 
ence. Some contend, indeed, that both systems have worked so badly 
that the only resort is to a system of absolutely permanent differences. 
This suggestion is fully discussed elsewhere and need^ not be taken 
up here.« 

The principal abuses charged against the commercial-difference 
system are, first, that large operators can and do habitually manipu- 
late the spot market for the purpose of influencing the decisions of 
committees or arbitrators who establish grade differences applying on 
contract deliveries; second, that decisions of such committees or 
arbitrators are frequently incorrect, either because of self-interest, 
carelessness, or incompetence. 

Section 2. Alleged opportunity for manipulation and misquotation of spot 
. markets. 

The great objection advanced against the commercial-difference sys- 
tem in its practical results is the first above mentioned — ^namely, that 
it affords an opportunity for large operators to manipulate the spot 
market, with a view to securing the establishment of improper differ- 
ences. Thus, if an operator in the future market who was about 
to tender a considerable quantity of low-grade cotton on contracts 
could, by bidding up prices in the spot market for such low grades, 

« See page 348. 
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mislead quotation committees into quoting these prices, which would 
establish the contract differences, he might be able to deliver a larger 
quantity of such grades on contract at improperly narrow differ- 
ences — that is, at unduly high prices. Under these conditions such 
an operator could reap an upeamed profit far in excess of any loss 
which he might have incurred in the manipulation of the spot market 
in the manner suggested. 

In connection with such charges of manipulation, it was repeatedly 
asserted by members of the New York Cotton Exchange who favored 
the periodic-difference system that the employment of commercial 
differences in that market years ago was accompanied by grave abuses 
of this character. A member of the exchange, in discussing this sub- 
ject, said : 

Great complaint was made that the constant revision of differ- 
ences under the action of a committee appointed for that pur- 
pose who met either weekly or daily resulted in serious losses 
to everyone connected with the trade. These losses arose from 
the natural influences which were brought to bear upon a com- 
mittee of five or seven, whose majority consisted of three or four, 
and who might be influenced, by the offerings of undesirable 
cotton or the bidding for desirable qualities, to change the differ- 
ences in such a manner as would result to the benefit of those 
who placed the influence upon the members of the committee. 
A similar condition of affairs exists to-day in Liverpool, where, 
during the past season, when it was found that a good deal of 
low-grade cotton would come to that market, the weight of the 
importers was brought to bear upon the committee and differ- 
ences were widened to such a degree as to cause serious losses,*' 
most severe in many cases, upon American shippers who had 
sent cotton to Liverpool, expecting that it would be graded on 
the differences ruling at the time of shipment, onlv to find that 
it was graded on the differences existing at the tfme of its ar- 
rival. While they may have made a contract that it should l)e 
. graded at the time it arrived, no one anticipated that the differ- 
ences could possibly be made as wide as they w^ere last season. 

Previous to the adoption of the present system many instances 
of a similar nature occurred in New York. One of these in- 
stances of which I have knowledge occurred just previous to the 
adoption of the present system, when some 8,000 bales were re- 
ceived on contract under existing differences, and influence was 
brought to bear upon the committee by bidding for the character 
of cotton which had been tendered and which comprised about 
the entire amount of that grade in the city at that time, witli 
the result that the differences were raised at the following meet- 
ing of the committee. The 8,000 bales were then redelivered at 
the new differences, to the profit of those w^ho had influenced the 
committee. This transaction was made for the purpose of ilhis- 
t rating to the exchange the necessity of altering the method 
vdiich was then in existence^ and to sKoio that it was possible to 
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bring about a revision in differences which might result in a 
profit to those who received cotton one week and delivered it the 
next,^ The result of this example, as stated, was to alter the 
system to the present one. 

Occasional abuses probable under any system. — In considering, 
these charges of manipulation it should, be borne in mind that in 
any speculative market manipulation of one sort or another is cer- 
tain to occur at times. It is useless to hope for an ideal system of 
conducting speculation, and allowance must therefore be made for 
occasional abuses. Obviously, no system of trading should be con- 
demned on account of occasional minor abuses if it can be shown to 
be sound in theory and equitable, as a general rule, in practice. 

Again, under any system of adjusting differences some friction is 
almost certain to result, even in the absence of manipulation or simi- 
lar abuses. In the keen competition which exists in the cotton busi- 
ness one faction in the market frequently finds it to its interest to 
advance the value of a certain grade, while another faction may 
desire to depress its value. Whatever, the result may be, the losers 
are likely to feel that they are wronged ; and yet the changes in quoted 
prices may have been absolutely justified. Dissatisfaction is, indeed, 
almost inevitable from the mere fact, so frequently emphasized in 
this report, that there are no mechanical means for classing cotton, 
and the further fact that there may be a very wide divergence in the 
views of different interests, however honest their intentions, not only 
as to the value, but as to the character of the different grades. 

Manipulation of differences difficult in broad spot markets. — 
At the same time there can be no doubt, in view of statements obtained 
in the course of the investigation, that large operators, in the New 
York market particularly, were able years ago, when the commercial 
differences were applicable on future contracts or when revisions were 
made monthly, to manipulate prices on a rather extensive scale. 
This raises the question whether this manipulation may not have been 
due in large degree to the narrowness of the New York spot market. 
As shown elsewhere (see p. 247), transactions in spot cotton in New 
York at that time had already decreased very sharply from the totals 
of earlier years. Furthermore, the range of grades principally re- 
ceived in the New York market had narrowed geatly, that mar- 
ket in the main receiving only the surplus or temporarily unde- 
sirable grades. It is obviously easier to manipulate the prices of 
such grades than of those which are in active demand, since in the 
case of the latter any important change in price ordinarily will be 
vigorously contested as the result of free competition. 

While it must be admitted that the weight of evidence submitted 
to the Bureau loaves no ground for doubt that grave abuses did occur 

<» Italics I) J' Bureau. 
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ill establishing differences in the New York market some years ago 
under the system of frequent revisions, there can be little question 
that the opportunity to manipulate commercial differences in broad 
spot markets like that at New Orleans with a view to securing the 
application of improper differences in settling future contracts has 
been exaggerated by those who condemn the commercial-difference 
system. Prices do not rise or fall at the mere wish of a manipulator. 
The manipulator who wishes to advance the relative commercial 
price of a given grade of cotton which he has on hand and which he 
desires to deliver on future contracts at overvalued differences must 
either buy that grade at a higher price, or at least bid up the 
price in the spot market. In either case, he labors under the disad- 
vantage of increasing his stock of a grade with which he is already 
loaded, since in a broad spot market his offers to buy, in case his 
manipulation is unwarranted, are almost certain to be met with sell- 
ing offers. If, on the other hand, a manipulator attempts, by offer- 
ing cotton at unduly low prices, to depress the spot price of certain 
grades in the hope of influencing spot quotation committees to adopt 
such manipulated prices as the official quotations, and thus to compel 
deliverers on future contracts to deliver these grades to him at less 
than their proper value, he must incur the risk that some buyer 
will accept his offers. Thus, if his manipulation is not sustained by 
market conditions he may be severely punished for his interference. 
Undoubtedly at times such manipulation is successful, and particu- 
larly owing to the fact that subterfuges may be resorted to. In such 
cases it may be difficult to challenge the genuineness of the transac- 
tion, and the spot quotation committees are undoubtedly at some dis- 
advantage. It is a safe proposition, however, that in broad markets 
manipulation of spot prices is not practicable for any operators 
except those having very extensive commitments in the future mar- 
ket ; and that even then such operators are very likely to find their 
efforts unsuccessful as a result of the competition of legitimate pur- 
chases and sales by other interests. 

In the case of a very narrow market, where the existing stock may 
be concentrated in the hands of a few operators, or where certain 
grades are for the moment almdst unsalable, manipulation may at 
times be practicable. From a careful consideration of the general 
logic of the situation, as well as of the evidence obtained as to the 
actual working of the system in New Orleans, it is a safe conclusion 
that much of the difficulty experienced with frequent revisions in 
New York years ago was due to the narrowness of spot transactions 
in that market. 

This conclusion, it should be stated, is vigorously disputed by ad- 
vocates of jxTiodic revisions. They assert that manipulation of 
(liffertMHvs not only occurred at an earlier i)eriod when New York 
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wa§ a broad spot cotton market, but, moreover, that the same abuses 
exist to-day on an extensive scale in both the New Orleans and Liver- 
pool markets, the largest spot markets in the world. In this connec- 
tion, the following statements are representative of many obtained 
by the Bureau in the course of its investigation. 
A member of the New York Cotton Exchange said : 

The New York market is a market in which, after the Novem- 
ber revision, any man in any part of the South can figure out 
almost to a cent what he will get for 100 bales of cotton which • 
he ships to New York to deliver on contract. In other words, 
the New York market is an open and free market. In New 
Orleans, on the contrary, they make use of the possibility of 
daily revisions of differences to make it practically impossible 
for anybody in the interior of the South to sell contracts in New 
Orleans and ship the cotton and deliver it — in this way : Sup- 
pose to-day the difference between middling and low middling 
is a cent per pound, as quoted in the New Orleans market. If I 
am a cotton shipper up in Oklahoma, and I can get hold of 10,000 
bales of low middling cotton, and sell futures in New Orleans, 
and make 50 cents a bale, I should do that if I were assured that 
the difference would remain a cent a pound. As a matter of fact, 
the moment that they heard in New Orleans that I had bought 
10,000 bales of low middling cotton and had sold 10,000 bales of 
Mays or Julys in New Orleans, and was shipping the cotton, 
they would widen the difference to a cent and a hair per pound. 
We have had recently a very good illustration of that. The dif- 
ference in New Orleans was one day 1 cent per pound ; the next 
day it was widened to IJ, and two days later it was made 1 cent.** 
That is a fact — from the records. Now, that method of handling 
things in New Orleans makes it absolutely impossible for any- 
body in the interior to deliver any cotton in New Orleans. 

A future broker in the New Orleans market said, in substance : 

Under a system of daily differences, any man or group of men 
desiring to advance or depress certain grades in this [New Or- 
leans] market can readily do so by purchases or sales of spot 
cotton. The final price of spot cotton is established by the sales 
of the day. Prices of cotton can be influenced, like those of every 
other commodity, by offers or bids, but actual sales or purchases 
are the only things by which the quotation committee is justified 
in changing quotations. But a purchase or sale of 500 bales of 
cotton of a certain grade in a narrow market would naturally 
affect the market and force the quotation committee to alter its 
quoted prices. While such a thing is possible, however, this 
market is not sufficiently subject to manipulation to make this a 
matter of common occurrence ; I do not believe that this market 
has been subject to any such procedure to any great extent. You 
can readily understand that no set of men would be interested 
in an attempt of this character unless their operations were on 
a very extensive scale. 

* For a discussion of this Incident see page 3C)5. 
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A cotton merchant of Terrell, Tex., said, in substance : 

The New Orleans system of fixing differences each day, if de- 
manded, is an exceedingly vicious one. It offers an opportunity 
to large spot interests and disreputable speculators to manipu- 
late spot differences and thereby swindle sellers of cotton who 
tender the same on contract. 

Opportunity for misquotation of prices. — ^The preceding discus- 
sion relates to the manipulation of spot prices by operators with a 
view to^misleading committees which establish spot quotations or arbi- 
trators who apply the spot differences. Aside from such manipula- 
tion, it is alleged that quotation committees or arbitrators have delib- 
erately misquoted or misapplied differences, either in order to reap 
profits because of their own commitments in the spot or the future 
market or because of subservience to outside operators. This amounts 
to a charge that committees have deliberately established quotations 
which they knew did not faithfully reflect actual market conditions 
or that arbitrators have applied differences which they knew did not 
correspond to the actual differences existing in the market. Such 
charges have been made against both the New York and the New 
Orleans markets, although, as noted later, the New Orleans Cotton 
Exchange has provided various safeguards designed to prevent such 
abuse of power. 

A member of the New York Cotton Exchange said in this con- 
nection : 

The difficulty about frequent revisions is one which is a uni- 
versal matter. The influence of an operator or a group of opera- 
tors who have a large interest at stake is so great, owing to their 
industry in talking and the influence which they have among 
meml^ers on account of brokerage, that when any change is at- 
tempted it is very difficult to get a proper revision, even with re- 
visions twice a year. That was witnessed last year, when the 
quality of the cotton was w^ell known and there were tremendous 
differences on the low grades. I am sorry to say that certain in- 
fluences w^ere exerted and they did not make a proper revision. 
And I have seen the same thing occur on the high grades. People 
who are operators and people who are in the business of bringing 
cotton here, in their anxiety to bring cotton here, can not see 
things in any other light except what is to their personal interest. 
If vou increase the number of revisions, you only increase the 
difficulty and again experience all that trouble of the market 
being swayed by people who could work the revision committee. 
It was reduced to two because we thought we could get better 
justice in that way. I have not the slightest hesitation m saying 
that I believe that some members of the revision committee were 
influenced by their position in the market last year ; and I am not 
only saying this of last year, but of other revisions that have oc- 
curred in the past ; and it had become such a question, many 
years ago, that they had only two revisions in a year, to avoid 
that very thing which I believe occurred — that the revision com- 
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mittee has acted either from self-interest or undue influence of 
outsiders was a fact that everybody was aware of ; that when we 
had revisions once a week, then once a month, and then three or 
four times a year, it was believed that people worked the revision 
committee to " rig the market " to their interest, and it was that, 
and that alone, that reduced the revisions to twice a year. 

Section 3. Specific instances of alleged manipulation and misquotation 
of grade differences at New Orleans. 

A somewhat striking and significant feature of such complaints 
of manipulation or deliberate misquotation of grade differences is 
that they are generally va^e rather than specific. Statements are 
loosely made that differences are constantly manipulated in spot 
markets, but many of the individuals making such charges admitted, 
on being questioned, that they had had no personal experience in 
delivering or receiving cotton in either Xew Orleans or Liverpool, 
and that their information was practically nothing more than hear- 
say. At the same time several specific instances of alleged manipu- 
lation in the New Orleans market were reported in considerable 
detail. It is important, therefore, to analyze carefully the evidence 
in such instances. 

Instance of Julyj 1906. — One specific case of this sort, which has, 
perhaps, been more frequently cited than any other by those who 
condemn the fluctuating-difference system, occurred in connection 
with the shipment of a lot of about 1,000 bales of cotton from the 
New York certificated stock by a New York firm to New Orleans in 
the summer of 1906. The charge is that, in order to prevent this 
cotton from being profitably tendered on contract, manipulation was 
practiced to mislead the New Orleans spot-quotation committee, or 
else that the committee deliberately misquoted spot prices of the 
lower grades so as to exaggerate the differences off for such grades 
as compared with middling, and that the arbitrators were also 
unfairly severe in applying' differences on this cotton. The details 
of this case were stated to the Bureau by one of the shippers as 
follows : 

I shipped from here * * * during the latter part of June 
or the fii-st part of July, 1906, 1,003 bales of cotton that we had 
taken on contract here [New York]. Before shipping this cotton 
we got from New Orleans a classer who was thoroughly familiar 
with the receiving and delivering of cotton on contracts in the 
New Orleans market to come here and go through our stock and 
select what he considered to be the most suitable cotton for de- 
livery in New Orleans. It cost us $500 or $600 to pay that man's 
expenses up here. He had been associated for years with firms 
who had been the largest receivers and deliverei-s of cotton in 
New Orleans. After being here for some time he selected those 
1,003 bales and we sent it down to New Orleans to deliver against 
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July contracts that we had sold in that market. Befoi-e the 
cotton left New York, and while it was in the process of ship- 
ment, some one at the warehouse in New York telephoned us that 
there was somebody down at the dock trying to see what the 
quality of this cotton was. We immediately telephoned that if 
anyone was undertaking to examine that cotton, or to pull pieces 
out of any bale, to have him arrested immediately — ^we did not 
care to have anyone know the Quality of that cotton. We took 
particular pains to ship, as nearly as possible, a quality of cotton 
on which w^e did not think there could be any change in differ- 
ences before the cotton arrived in New Orleans. However, before 
the cotton reached New Orleans there was a change in differences 
and w^e were told — or in some way got the impression — ^that when 
the cotton was arriving in New Orleans there w^as a further at- 
tempt made on the part of some one to ascertain what the quality 
of tnis shipment of cotton was. We attempted to deliver the 
cotton and part of it was promptly thrown out. There w^ere sev- 
eral hundred bales that were rejected and we could not deliver 
on contracts. So we put the cotton on a factor's table in New 
Orleans and sold all of the rejections, with the exception of some- 
thing like a hundred or a hundred and fifty bales, at considerably 
more money, based on the differences in the quotations of the 
future months as between the time we attempted to deliver and 
the time that we actually made the sale ; so that the cotton netted 
us relatively from $2 to $4 per bale more than it would have 
netted us had we originally delivered it on July contracts. That 
is an actual occurrence. They would not allow us to deliver it 
and we put it on the factor's table and sold it for more money 
than we could have got, relatively, by delivering it on contracts. 
As I have said, there was a part of this cotton that we could not 
sell over the factor^s tables in New Orleans,^ but that we brought 
back to New^ York and retendered it and recertificated it here, and 
it went all right, with the exception, I believe, of 1 bale that was 
found false-packed on reexamination here, and the New York 
Exchange paid us for that. 

In discussing this incident further, this shipper said : 

It became known to the market here that we were short of 
Julys in New Orleans about the middle of June, and for several 
days before the 1st of July we began to accumulate Julys here 
and sell August against them, with a view to taking up the 
cotton here and shipping it to New Orleans as against our shorts 
there. As soon as that became generally known their differences 
began to drop. We shipped it out as quickly as we could. They 
found that I had engaged freight for some time, and they did 
not wait until the cotton got there, even; they got busy right 
away. They reduced the differences on qualities that were not 
in the city of New Orleans — on the tinges. There were practi- 
cally no tinges in New Orleans. Furthermore, offers were sent 
there for thousands of bales of low middling at above the differ- 
ences between middling and low middling, and there were no 
sellers — at a narrower difference than what they put it at. 

« ItaUcs by Bureau. 



COMPLAINTS AGAINST COMMERCIAL-DIFFEBENCE SYSTEM. 297 

A broker in New Orleans, interested in this shipment, in speaking 
of this incident said that it was generally known in New Orleans that 
the cotton in question was coming to that market, and that there was 
no doubt in his mind that the differences were deliberately changed 
by the committee without regard to actual market transactions as 
soon as this information was obtained, so as to prevent actual delivery 
taking place on the basis of the differences previously existing. 

The cotton in question consisted mainly of grades below middling, 
and much of it was tinged or stained. Some of it, at least, was very 
much off color. Thus, the record of one delivery of 106 bales of this 
cotton showed that of 74 unprotested bales all but 13 were tinged or 
stained, and that all but 5 bales were below middling in value; 32 
of the 106 were protested as being below deliverable grade, and on 
appeal this protest was sustained and the cotton rejected, with the ex- 
teption of 2 bales which were not appealed. The generally low 
character of this cotton is shown by the following unofficial memo- 
randum of classification made by a private classer at the time : 

New Orleans, July ^4, 190G. 

From M. Stern (through E. Martin) 
To Havward, Vick & Clark 
To Harris & Eustis. 

O L D 4 Am. St. M. std. [strict middling stained] . 

K O Y 5 " Mid. [middling]. 

KZF 13 " " bid. [middling stained]. 

KFF 3 " " tgd. [middling tinged]. 

PVW 8 '' St. L. Mid. [strict Tow middling I . 

K V L 7 " M. deep std. [middling deep stained]. 

P E N 5 " St. L. M. std. [strict low middling 

stained]. 

P O W 1 " St. L. M. deep std. [strict low mid- 
dling deep stained]. 

B N C 1) " L. M. spotted (low middling spotted], 

some blue bales. 

B L D 16 *' L. M. std. & sptd. [low middling 

stained and spotted]. 

B A D 3 '' L. M. deep std. [low middling deep 

stained]. 

74 '' 
Small B/32-- 32 

106 

Ken tuc k v I*kess. 
W. F. Pinckard. 
Per Yj. Celly. 

Differences on this class of cotton were reduced rather sharply 
in New Orleans about the time that the shipment in question was 
made. This is clear from the following table, showing the changes 
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in differences in the New Orleans market from March 21 to Septem- 
ber 7, 1906, for low middling and good ordinary, also the changes in 
quotations for tinged and stained cotton : 

Tablk 24.— OIIANCJKS IN DIPFERENCKS FOR TX)W MIDDLING AND ClOOD 
ORDINARY IN NEW ORLEANS MARKET, MARCH 21 TO SEITEMBER 7, 1906. 



[Cents per pound.] 



Date. 



Low mid- 
dling. 

March21 | 

June 21 ' I 

July 10 1 I 

July 13 1 I 

September 7 g 



I TlngcMl and 
Go<kI ordi- \ stained 
nary. cotton, dis^ 

I count, a 



1/c 1 i'«'5^3 

HI I A@if 



' That Is, discount from quotations of corresponding regular grades. These quotations 
of discounts are not differences. 

There can be no question, therefore, that a considerable widening 
of differences took place just about the time the shipment in question 
was made. Furthermore, there had been no change in these differ- 
ences in the New Orleans market for three months prior to June 21, 
and no change in the discounts on tinged and stained cotton for a still 
longer period. 

At first sight, this change in differences, occurring in midsummer 
after an extended interval during which no change had been made, 
lends some color to the charge that the New Orleans spot quotation 
committee changed its differences arbitrarily and for the improper 
purpose of injuring the New York shippers. 

In considering charges of manipulation, however, it should be 
borne in mind that a widening of differences on low grades of cotton 
in anticipation of such a consignment as the one in question is a more 
or less normal occurrence. The tendency of a material addition to 
the supply of such grades in New Orleans, especially late in the sea- 
son, would naturally be to depress the price. A member of the New 
York Cotton Exchange, in referring to this incident (for tlie pur- 
pose, however, of unfavorably criticising fluctuating differences in 
general), said: 

The ship sailed from New York when all the people in New 
Orleans who were holding their low grades at pretty stiff prices, 
hoping to work them off little by little, unloosed their cotton ; so 
that when the thousand bales had gotten down there the differ- 
ences had widened, I think, 50 points. * * * There is no 
way of telling whether they were widened for manipulative pur- 
poses. If I, as a cotton factor, had low-grade cotton of my cus- 
tomers for sale and I discovered that 10,000 bales of that low 
stuff was going to be headed down my wav, what would I do? 
I would cut mine loose, and that would make a very natural re- 
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vision of the differences. * ♦ * It very seldom happens that 
anything occurs away from the seat of operation without people 
at headquarters knowing about it. A man in Montgomery 
would find out about it, and the people with whom that cotton 
came into competition would discount that cotton before it could 
arrive. They would get rid of their cotton first. 

About this time the contract price for the current month at New 
Orleans went above the price of spot middling. On June 21, 1906, 
when the differences were first widened, the closing price of June 
futures was 10.74 nominal, as compared with a spot price for mid- 
dling of 10|f (10.94) cents; this was about a normal margin be- 
tween the two prices. On July 2, July futures closed at 11.04 bid, as 
against a spot middling price of 11| (11.13), thus showing a narrow 
margin. On July 5, July futures closed at 11.18 bid, as against a spot 
middling price of llj (11.13), thus showing a premium for the 
current month of about 5 points. For several days the contract price 
continued to rule either very close to or somewhat above the spot price 
of middling, and by July 16 it stood at a premium of a quarter of a 
cent. This unusual position of the contract price continued until 
very near the close of the month. 

It has been pointed out that the establishment of imduly wide 
differences on low grades might have the effect of thus sending the 
contract price for the current month temporarily above the spot price 
of middling; and, in the opinion of some, this premium in the con- 
tract price in July, 1906, is substantial confirmation of the charge, 
that New Orleans differences off for the low grades of cotton at this 
time were excessive. On the other hand, a premium, in the contract 
price for the current month over the spot price of middling is more 
generally due to a squeeze in the market. That such a squeeze was on 
in New Orleans is shown by the fact that the New York operators 
who were short of that market went to the trouble of shipping cotton 
from New York to New Orleans rather than attempt to cover their 
short sales by purchases of contracts in New Orleans. 

It will be noted that the shippers allege that differences in the New 
Orleans market were increased before the cott(m actually reached that 
port. A large part of this cotton, as above shown, was tinged and 
stained, and deliveries of some of this off-colored cotton were made 
at least as early as July 5, 1906. The records of the New Orleans 
Cotton Exchange, however, show that, although the differences for 
low middling and good ordinary cotton were widened by one-eighth 
of a cent on June 21, 1906, and again by another eighth of a cent 
on July 10, the discounts for tinged and stained cottons, which had 
for a long time been quoted at a range of one-sixteenth to three- 
eighths of a cent off the quotations for the corresponding regular 
grades, were kept at that range until July 13,' when the discounts 
33222—08 21 



300 



COTTON EXCHANGES — GRADE DIFFERENCES. 



were widened to one-eighth to live-eighths cent lower than the 
quotations for regular grades, these discount? continuing for several 
weeks. In view of these dates, it certainly is a fair question whether 
the increase in discounts for tinged and stained cotton, instead of 
being due to manipulation, was not the natural result of an accumu- 
lation of such cotton in the New Orleans market near the end of the 
season, when the addition of a relatively small amount of these grades 
might easily have had an unusually marked effect. 

By reference to charts 2 and 3, opposite page 128, it will be seen 
that the differences for low middling and good ordinary cotton 
widened in the Memphis market also about this time. While this 
might be attributed to the influence of the change at New Orleans, 
it seems more reasonable to contend that had the change in New 
Orleans been unwarranted the Memphis differences would have re- 
mained unchanged. 

On actual arbitration most of the cotton in this delivery was valued 
at rather wide differences off middling. Practically all the cotton 
was appealed. The differences established on 74 unprotested bales 
on the original arbitration and on the 67 bales which were appealed 
(in addition to the 30 protested bales which were rejected) are given 
below : 




By comparing the marks with those given in the memorandum 
on page 297 the grades of the various lots of cotton as given by 
a private classer can be ascertained. It is not possible, however, to 
make a strict comparison of the judgment of the private classer with 
the allowances of the arbitrators, since the grading indicated in this 
memorandum was made quite independently of the arbitrators, who 
do not, in filing their reports, call the cotton by any grade name, 
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but simply state what, in their opinion, is its value relative to 
middling cotton. At the same time, it is interesting to judge the 
differences established by the arbitrators in the light of this unofficial 
classification. Thus, it will be found that the 5 bales of cotton 
marked " K O Y," which the private classer graded as middling, 
were originally valued at three-eighths cent off by the arbitrators, 
but on appeal went at only one-sixteenth cent off; 8 bales marked 
" P V W," which the private classer considered as strict low mid- 
dling, were originally valued at eleven-sixteenths cent off, and on 
appeal at five-eighths cent off. The official difference for low mid- 
dling at this time was seven-eighths cent — ^this difference, as already 
shown, having been increased by one-fourth cent during June and 
July — and had the arbitrators considered this cotton as exactly strict 
low middling in grade they should have given it, under the practices 
of the New Orleans Exchange, a difference off of exactly half the 
difference off for low middling, which would have meant seven-six- 
teenths cent. Instead of this, the allowance as finally made was five- 
eighths, or ten-sixteenths, of a cent. It can not, of course, be asserted 
that seven-sixteenths cent was a proper difference for this cotton, 
since the grading of the private classer was the unofficial judgment 
of only one man, whereas had the grade been established by a com- 
mittee of experts the cotton might have been classed quite differently. 
It is practically impossible to say whether or not the final arbitration 
of this cotton was too rigid. It will be noted that the appeal com- 
mittee in nearly every case was more lenient with the cotton than 
were the original arbitrators, and that the difference in valuations 
in some cases was quite marked. '\Miether the appeal committee 
was still too severe in its treatment of the cotton, it is impossible 
to say. 

It should be remembered in this connection that much of the cot- 
Ion was of an inferior character, and, in fact, that the deliverers 
did not even attempt to tender some 300 bales out of the lot of 1,003 
bales. The statement on this point of one of the receivers of this 
cotton was as follows: 

The spot committee at that time that made these changes hap- 
pened to be composed of the very best members of the New Or- 
leans Cotton Exchange, and if they had not known that they were 
acting perfectly correct and right in making the changes they 
would not have done so. Why should this New Orleans Cotton 
Exchange permit a lot of low-grade rubbish to be shipped from 
any market to this market and tendered except on the basis at 
which the cotton would sell for in this market? My firm re- 
ceived some of this cotton, and it was miserable, low, undesirable 
stuff. ♦ * * The original idea or system of doing a future 
business was for the purpose of facilitating the handling of spot 
cotton; and can any fair-minded man for a moment sjiy that it 
is legitimate that some man, either in the South or in New York, 
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be allowed to pick up over the country undesirable, nondescript, 
unmerchantable cotton and ship it to New York, and then reship 
it back to New Orleans and tender it on a contract ? 

Still another receiver said that much of the cotton in question was 
very heavily sandy and red, and contended that the rejection of this 
cotton was altogether proper. 

It is certainly significant that, while the shippers admit that this 
cotton was selected for the express purpose of tendering on New 
Orleans contracts, there were still 150 bales, approximately, which 
they did not attempt to deliver. About 200 additional bales which 
were tentatively tendered were withdrawn before actual arbitration, 
while some of the cotton tendered was rejected. A much more im- 
portant circumstance, however, is the admission of the shippers them- 
selves that about 150 bales of this cotton could not be sold over 
factors' tables in the New Orleans market — in other words, that this 
cotton could not be disposed of in one of the two leading spot markets 
of the world. In explanation of this circumstance, one of the ship- 
pers subsequently made substantially the following statement : 

We did not have time to break the certificates* in New York. 
We would find a certificate that had, say, 25 bales on it, and in 
that certificate we knew there were 10 bales that would not pass — 
not that it would not pass, but that we thought there was an 
element of chance in snipping. If we had had the time t^) so 
through the cotton and take out these lowest qualities, we would 
never have shipped them there at all ; but, in our anxiety to gt*t 
the cotton started to New Orleans, we gave them every bale. We 
did not have time to take them out, but let them go on down there. 

Taking into consideration all the facts presented, and particularly 
the admission of the shippers that they sent a considerable amount 
of cotton which they knew was probably below tenderable grade, it 
nmst be conceded that the charge of deliberate misquotation of New 
Orleans differences at this time or of undue severity in arbitration 
is not conclusively sustained. This may be considered as an example 
of the possible misuse of the commercial-difference system, though not 
necessarily a deliberate misuse in this specific case. 

Alleged misquotation in March and April, 1007. — It has already 
been shown that, whereas the contract price in the New York market 
during the crop year 1906-7 went to a phenomenal discount as com- 
pared with the spot price of middling, the discount amounting in 
February to nearly 200 points, there was no such widening of the 
margin between the two prices in the New Orleans market- Never- 
theless, somewhat later in the season the margin betw^een the spot 

« Breaking a certificate means the selection of a certain number of bales 
from a lot covered by one certificate of the inspection bnrean. In this case the 
bales not desired must be reinsi>ec»ted and reclassed in order to be a good deUv- 
ory on contracts in New York. This involves considerable expense. 
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price of middling and the price of basis contracts in the New Orleans 
market did become unusually wide. This is shown in the table given 
on page 180, and in the accompanying chart opposite plige 132. 
The margin between the two prices, which for some time after No- 
vember, 1906, was fairly normal, ranging around 15 to 30 points, 
increased rapidly in February and March, 1907, when at times it ex- 
ceeded 50 points. 

Some members of the New Orleans Exchange contended that 
this was practically a repetition on a smaller scale of what had hap- 
l^ened a few months earlier in the New York market; in other words, 
that this unusual discount in the contract price at New Orleans was 
due to incorrect differences and involved the integrity of members 
of the quotation committee. One member of the New Orleans Ex- 
change, in discussing this matter, said : 

Unquestionably that was the reason. It was not as bad as New 
York, but it was the same sort of an error. At the present mo- 
ment [June, 1907] futures are really a little higher than spots. 
Julv is about 12 or 15 points higher than spot cotton as quoted 
to-day. But I think this committee here is inclined to get at 
the right of things. We have a fairly good committee this 
month, but I think there have been some months when they could 
not throw any bricks at New York. New York did on a bi^ 
scale what New Orleans did on a small scale. This error could 
not be corrected in New York, while public sentiment here can 
correct it any time ; maybe not with that special committee, but 
you will get a remedy for the evil some time. In March we had 
it, and it made futures 50 points under spots. It never occurred 
liefore in this market. If middling had been correctly quoted 
in March and the differences between grades had been correct, 
there ought not to have been more than an eighth of a cent under. 

It will be noted that this statement, while holding that the differ- 
ences were temporarily fixed incorrectly, emphasizes the idea that 
the New Orleans system resulted in a speedy readjustment, while 
under the New York system the error and its consequences were pro- 
longed. Moreover, it was contended by many members of the New 
Orleans Exchange that this unusual discount in the contract price 
in the early part of 1907 was not due to improper differences, but to 
the enormous quantity of low-grade cotton then on the market, as a 
result of which buyers of future contracts feared that the quotations 
of commercial differences might not be widened by the time deliv- 
eries were made on such contracts as much as market conditions 
might demand. In this connection it was urged that the 1006-7 
season was a very unusual one, and that differences between grades 
were abnormally large and unusually variable, so that there was an 
exceptional danger of slight errors in quotations. Under these cir- 
cumstances purchasers of contracts might be disposed to allow for 
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the danger of such errors by an unusual discount in the contract 
price. 

Furthermore, the point was made that the future price sometimes 
responds more readily to market influences than the spot price, and 
that occasionally, for brief periods, a change in future prices is not 
accompanied by a corresponding change in the price of spot cotton. 
A factor in the New Orleans market said on this point : 

It was rumored that a large export house and others wete go- 
ing to tender a large amount of undesirable cotton. It was tried, 
and the cotton was rejected, and the future market rallied. In 
other words, the discount was overcome. The future market 
responds more readily to sentiment than does the spot market. 
We may have the current month and the spot middling quota- 
tion hand in hand, and some depressing influence may come along 
and the future market may decline a quarter of a cent without 
factors making any concession, or selling at the decline. This 
occurs often, and it sometimes lasts for quite a while. 

While, as previously pointed out, it is true that exceptional con- 
ditions may result in sending the contract price, even under a pro|)er 
conduct of the system of fluctuating differences, to an unusual dis- 
count as compared with the spot price, it is apparent that any such 
increase in the discount of the contract price is, under a perfect work- 
ing of the system, necessarily very limited, for the reason that as soon 
as the contract price goes to a point which shows an unusual profit in 
taking up the prevailing contract grades and reselling them at the 
prices prevailing in the spot market there will be a demand for 
these contracts and this will tend to restore the normal parity. Of 
course, this rule would not necessarily hold under abnormal con- 
ditions, such, for instance, as a panic or acute financial stringency, 
since in such periods buyers might be compelled to sacrifice their con- 
tracts because of inability to maintain margins, while holders of cot- 
ton might not be under the same necessity of sacrificing the actual 
cotton. These conditions are obviously exceptional, and the abnormal 
discount in the contract price at New Orleans in the early part of 
1907 is certainly suggestive of inaccuracy in the establishment of dif- 
ferences. As to whether quotation committees deliberately estab- 
lished false quotations, or the arbitrators misapplied differences, it is 
impossible to say. It is fair to repeat that in the crop year 1906-7 
differences between grades were unusually wide and the cotton off 
color and unusually low in quality, so that quotation committees were 
laboring under unusual disadvantages in ascertaining the actual 
prices. But this does not excuse so serious a disturbance in the 
margin between the spot and the contract price as actually occurred. 

The important point to be emphasized, however, is that under the 
New Orleans system there was an opportunity to correct this eri-or, 
through the pressure of public opinion, almost immediately, and, in 
fact, as shown by the chart opposite page 132, the discount became. 
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normal within a comparatively short time. In New York, on the 
other hand, despite the expressed desire of a large number of mem- 
bers of the exchange at a meeting held in January, 1907, to correct 
what was obviously a grave error in establishing differences in that 
market, there was no opportunity, under the rules of the exchange, 
to make such correction before the following September. The result 
was that every holder of a contract maturing prior to September, 
1907, purchased prior to the meeting of the revision committee in 
November, 1906, was affected by the error, whereas in New Orleans 
only those who held contracts maturing in the short period that the 
error was allowed to go uncorrected were necessarily injured. 

Alleged misquotation in Septe3iber, 1907. — In September, 1907, 
the differences for low middling and good ordinary cotton were very 
sharply changed in the New Orleans market. On Friday, September 
6, the difference for low middling, which had been 1 cent off since 
August 26, was increased to 1^ cents off at a meeting of the revision 
committee, which consists of the spot-quotation committee and the 
arbitration committee on classification. At the same time the differ- 
ence for good ordinary cotton was widened from 2^ cents off to 2g 
cents off; the difference on for good middling was narrowed from 1 
cent to five-eighths of a cent. So violent a change in differences in a 
single day is very unusual and quite unnatural, and this incident was 
very generally condemned, not only in the New York market, but in 
the New Orleans market as well, as evidence of intentional mis- 
quoting of the market. 

On Monday, September 9, the first full business day after this 
drastic change in differences was made, the former differences for low 
middling and good ordinary were restored by the spot-quotation 
committee. This was regarded by many as conclusive evidence that 
the original change was due to improper motives. 

In view of the unusual violence of this change in differences and 
of the comment which it excited, particular effort was made to ascer- 
tain the real facts. The explanations offered were conflicting and 
unsatisfactory. Several members of the spot-quotation committee of 
the New Orleans Cotton Exchange contended that the action of the 
revision committee in widening the differences on these low grades 
was unwarranted. One member of the spot-quotation committee 
said, in substance : 

The last sale of low middling cotton before September 6, of 
which I had any knowledge, was made by myself some time in 
August to a member of the spot committee. This sale was of 
600 bales average low middling, not varying more than a half 
grade, and it was made at seven-eighths to fifteen-sixteenths off 
middling. 

When the revision committee met on September 6, some of 
them stated that low middling was offered at 1^ off, but in 
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the face of the fact that I had sold it at less than 1 cent off I 
could not vote to widen the difference. As a matter of fact, no 
low middling was selling at the time the revision was made. It 
is difficult to arrive at an exactly correct quotation for a grade 
not being traded in. It has alumys seemed to me that under such 
circumstances the proper thing to do is to quote the differerwe 
of the last sale made^ even if it occurred two manths previous:^ 

Another member of the spot committee said : 

The difference of 1 cent was based on known sales. Sales 
might not have been made at this difference on the day that the 
price was quoted, nor at any other price, but the last sale made on 
the market was made at this difference. Low grades were not 
selling every day and the committee could do nothing else than 
quote the difference at the last sale, even though it occurred a 
week before. 

* ' * * * * * » 

At the meeting of September 6 I expressed the opinion that a 
difference of 1 cent off for low middhng was the value at that 
time, and this opinion was based on the last sale made in the 
rooms of my firm, or on offers made for the various grades. 
These sales or offers may not have been exactly 1 cent off rc)r low 
middling, but they were approximately so. 

Saturday, the 7th, being a half day and not having a full com- 
mittee at tlie meeting, the difference of 1^ cents was not change<l, 
but on Monday, the 9th, with a full committee, the 1-oent differ- 
ence was restored because we felt that it was correct. The spot 
committee feel that, being in the market from day to day, they 
are in a better position to quote cotton than the arbitration com- 
mittee, who may not be in the majrket for a week at a time. 

A member of the arbitration committee said : 

The vote in the revision committee on the question of widening 
the differences of the low grades was close. I voted against 
widening them because according to my judgment low middling 
was selling at about 1 cent off. It may be that sales were made 
on a range of from J to 1 J, but our quotations are on our stand- 
ards and not on what some factor or buyer may call it. 

On low grades, when they are abundant and varied in color, 
style, etc., a quarter or even a half cent difference in judgment is 
not unusual or unnatural. The quotation, therefore, may not 
exactly represent the standard. There may be ten styles of low 
middling and neither one exactly the New Orleans standard. 
This was practically true throughout last year, so that an average 
is the best quotation that can be made. There was never so much 
irregular cotton on this market since I have been in the business 
as there was last year. 

Several members of tlie arbitration committee, however, were quite 
as emphatic in sustaining the increase in the differences and condenm- 

<» Italics by Bureau. See page 312. 
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ing the spot quotation committee for reversing the action of the re- 
vision committee. One member of the arbitration committee said : 

The difference established on August 26 — ^thiat is, 1 cent off for 
low middling — was absolutely wrong. During July and August 
I handled 12,000 bales of low-grade cotton, and low middling 
classed by the New Orleans standard was selling IJ cents off 
middling. When the joint committee met on September C they 
corrected the error of the spot committee by making tlie differ- 
ence 1^ cents. The restoration of the difference oi 1 cent was 
without any reason whatever. 

Another member of the arbitration committee said : 

The revision committee met on September G and made the dif- 
ference for low middling 1^, which difference was the same that 
it was in Memphis, Savannah, and other markets, and it was the 
price at which we were trying to sell that ^ade here. I was so 
indignant at the action of the spot committee in restoring the 
difference of 1 cent that I thought of resigning. Between Friday 
and Monday there were 75 bales of low-grade cotton sold, and it 
so happened that I sold 73 of these 75 bales, and the sales were 
made at wider differences than IJ cents off for low middling. 
There was absolutely no ground upon which to narrow the dif- 
ferences for low grades. At the end of the season, when factors 
and merchants are,attempting to rid themselves of odds and ends 
of irregular cotton, they sell at almost any price. 

Some of the statements above given indicate that members of the 
two committees placed improper interpretations upon the rules gov- 
erning the issuance of quotations. In particular, the use of a price 
established days or weeks previously simply l)ecaiise it was for the 
latest sale reported is likely to produce mischievous results. While 
it is important that spot-quotation committees in reporting the mar- 
ket should base their quotations on actual business when such busi- 
ness is being transacted, it would seem eminently proper that the 
committee should exercise some discretion near the close of the crop 
season, when particular grades may be dealt in only at intervals, 
but when quotations for other grades which are dealt in would clearly 
indicate a change in the real values of the inactive grades. It is 
hardly practical to suspend quotations altogether, but there should 
l)e no serious difficulty in arriving at a fairly accurate quotation for 
such grades. Certainly a genuine change of one-half cent would 
almost never occur in the spot cotton market in a single day, and 
consequently no such abrupt change should occur in the official 
quotations.* 

It may be noted that the contract price at New Orleans went to an 
unusual discount from the spot price of middling in the latter part 

<» Under a recent anieudnient to the New Orleans rules, as shown on page 84, 
the spot-quotation comniittt*e can no longer change diflPer(»nces on Its own re 
sponsiblllty, but must act in conjunction with the arbitration comuilttee on 
classification. 
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of August, 1907, before the increase of the difference for low mid- 
dling from 1 to 1^ cents. This suggests, at least, that the 1 cent dif- 
ference off for low middling and corresponding differences for other 
low grades were too narrow, although the excessive margin may have 
been due to wide differences for high grades, the new crop promis- 
ing to be of fairly high quality. In this connection, it may be noted 
that the quoted difference off for low middling in the Memphis 
market at this time was IJ cents; and this was also the difference at 
Houston. The difference off for good ordinary in Memphis was 3 
cents and at Houston 2J cents. On the other hand, the average dif- 
ference off for low middling in nine southerji markets, as reported 
to the revision committee of the New York Cotton Exchange at its 
meeting in September, 1907, was only 0.97 cent ; and the average off 
for good ordinary in seven markets was 2.28 cents. These averages, 
however, included quotations from several markets which, on account 
of peculiar classification or for other reasons, were not representative; 
and it is probable that these averages understated the real differences. 
The differences reported from Houston and Memphis, on the other 
hand, may have been somewhat too wide to represent fairly the New 
Orleans market. 

In view of the very conflicting testimony above given, it is difficult 
clearly to locate the responsibility for the error in these quota- 
tions. As just shown, some members of the spot-quotation committee 
were apparently basing their quotations on transactions which had 
occurred some time previously; this practice might easily result in 
error, and apparently this is what actually happened. 

Regardless, however, of whether or not the spot-quotation com- 
mittee was at fault, it is obvious that any such violent change in 
differences overnight is certain to cause great dissatisfaction and 
probably to cause loss either to those who happen to be tendering 
or to those receiving on contract at the time. It is not surprising 
that such violent changes in quotations should lead to more or less 
general condemnation of the system. Such occasional errors, how- 
ever, do not constitute sufficient gi'ound for abandoning the com- 
mercial-difference system; instead, they simply call for greater 
faithfulness in the application of the system. As already empha- 
sized, a perfect system of quoting the market is not to be hoped for. 
The best that can be expected is approximate accuracy. If, under 
the commercial-difference system, errors in differences are occasional 
only and can be limited to a modest fraction of a cent, and further- 
more will be quickly corrected, clearly the system has great advan- 
tages over that of periodic differences, where errors may easily 
amount to a cent or more in abnormal years, and, what is more im- 
portant, remain uncorrected over long period^' of time. At the 
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same time such violent changes in quotations of commercial differ^ 
ences as occurred in New Orleans in September, 1907, are inexcusable 
under any ordinary market conditions. 

Apparent error in differences in New Orleans in 1908. — Again, 
during the present year, as already noted, the margin between 
the price of spot middling cotton and of current future con- 
tracts in the New Orleans market became abnormally wide. During 
January, 1908, the margin ranged in a general way from 25 to 40 
points. By the 13th of February it had increased to 63 points, and 
by thtf 28th of February to 79 points, while during the greater part of 
March the margin was unusually wide, at times exceeding 60 points. 
In the latter part of April it exceeded 100 points for h very short time. 
Indeed, it has seldom happened that the margin in New Orleans has 
been as wide as at this time. 

The principal explanation offered for this unusual disparity be- 
tween the two prices was that there was a virtual deadlock in the 
spot cotton market for the prevailing contract grades. As a result, 
it was argued, operators were deterred from buying future con- 
tracts even at a widening margin, because they feared that if tliey 
took up any considerable quantity of cotton on such contracts and 
attempted to sell it in the spot market the pressure of such offerings 
would break the spot price. Another reason advanced was that 
owing to hostile legislation in various Southern States, and the possi- 
bility of further legislation of this sort, distrust of the future con- 
tract had been created. It was also stated that the New Orleans 
irioney market was rather stringent and that this had more influence 
on holders of future contracts than on holders of actual cotton. 

A representative of the New Orleans Cotton Exchange, when 
asked for an explanation of this unusual margin, replied, under 
date of March 21, 1908, in part as follows: 

The " recent unusual margin between spot and current future 
price " is due to the unusualconditions that prevail in the mar- 
ket for spots and to the unusual and restrictive conditions that 
prevail in the market for contracts. 

1. Vnttsual conditions in spot market, — On our contract may be 
delivered grades running irom good ordinary (fair color) to 
fair, and if stained not below low middling. All grades tender- 
able on our contract are spinnable, and usually there is a market 
for all these grades. At this time, however, and during the 
recent past, due partly to the general inactivity of business and 
partly and principally to the fact that in stocks for sale the 
grades under middling are largely in preponderance over the 
better grades, it so falls out that there is practically no demand 
for the tenderable grades below middling. The intending buyer 
of the contract is, therefore, discouraged, not because he may 
receive cotton in itself unspinnable, but because he may receive 
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cotton, for which at this particular time there is no mar- 
ket. He does not want to buy the lower grades at any reason- 
able price because at present there is no one to whom he can 
sell such grades. This condition necessarily depreciates the 
value of the contract, not because of any vice in the contract, 
but because exceptional conditions militate against its value. 
It is not possible to frame a contract that will cover all excep- 
tions and contingencies. The disparity noted is, therefore, ex- 
plained by the tact that exceptional conditions prevail in the 
spot market, which exceptional conditions aiFect adversely the 
contract which perfectly fits normal and usual conditions. " 

2. Unusual and restrictive conditions in the contract marhet, — 
At this time and in the recent past the demand for the future 
contract as a thing of barter and sale has been by unusual and 
artificial prohibition and by apprehension for the existence 
of the contract itself so impaired that the value of the contract 
has declined out of proportion to the decline in the value of 
cotton in hand for present delivery and use, against which" 
the unusual, and discriminating restrictions have not been di- 
rected. Or, to express it diflferently, special laws restricting 
the demand for future contracts and proposed legislation thi'eat- 
ening the life of the contract itself have contributed toward 
depreciation in the value of the contract greater than the de- 
preciation in the value of cotton in hand, for the following 
reasons: 

Enforceable specific performance of the terms of the future 
contract is the basic function of the future contract and the basis 
of its value, but actual specific performance is not the only end of 
the contract nor the only source of its value. In the evolution of 
the modem cotton trade the future contract, because of enforce- 
able specific performance, but not because specific performance 
is enforced, has attained to functions more important and of even 
more value thail its function as a medium of the actual transfer 
of property. It has become the object of a large demand from 
actual cotton traders on account of its hedge or insurance value. 
Any conditions, therefore, either natural or artificial, that de- 
crease the demand for the contract as an insurance device, would 
necessarily decrease its marketable value, just as any natural or 
artificial restriction of the demand for any insurance policy 
would decrease the premium value of such policy. The future 
contract has in the evolution of the cotton trade become the 
object of a large demand also as a medium of investment or 
legitimate speculation. In normal timas investors and specu- 
lators carry by means of their capital a large percentage of the 
unsold supply. In the present instance the marketable value of 
the future contract has suffered not only by the restriction of 
the (lehiand for it as a medium for the transfer of actual cot- 
ton, but also and in addition by the restriction of the demand 
for it as a medium of protection and investment and speculation. 
The force of adverse conditions falls much more heavily upon 
the contract than upon actual cotton, hence the increasing dis- 
l)arity in value between the two. 

If the conditions outlined in the second proposition did not 
exist, then the conditions noted in the first proposition would 
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not have their present effect, or only to a greatly modified ex- 
tent. If the facilities for the purchase and sale of future con- 
tracts, or, in other words, the demand for such contracts on 
recount of all or any of their advantages and functions, were 
not restricted, they would be rescued from the assaults of 
those who from interested motives are endeavoring to depreciate 
their value and through them to depreciatie the value of spot 
cotton. In other words, if the conditions of the contract market 
were normal an intending buyer for investment would not be 
discouraged, but rather iencouraged, by the fact that, owing to 
temporary and exceptional conditions, certain spinnable grades 
which would be eventually needed and used could be bought at 
a bargain. 

The conclusion is this: The present unusual and restrictive 
conditions have driven from the cotton market practically all 
buyers of cotton except the spinner. The spinner and producer 
are thus brought into active contact, with the result that the 
spinner is able to buy at his own will and pleasure, holding off 
when he has a temporary sufficiency and forcing sellers to sacri- 
fice in order to secure sales. There being practically no buyers 
but spinners, the producer is at the mercy of the latter. The 
value of spots is declining because the demand for cotton is cur- 
tailed. The value of the future contract is declining to a greater 
extent than the value of spots, because the demand for the future 
contract has been largely destroyed. 

While some of these explanations appear to have force, on the 
whole they are not satisfactory. As repeatedly emphasized, a basis 
middling contract under proper differences calls for the deliveiy of 
middling cotton or its equivalent. Consequently such a contract in 
the spot month should sell very close to the price of middling cotton. 
The prolonged continuation of any marked disparity between the 
spot price of middling and the price of future contracts maturing 
in the spot month is, in the absence of extremely exceptional condi- 
tions, evidence that the differences are wrong. Of course, such con- 
ditions as tight money, above referred to, might have a tendency to 
depress the future market without having a corresponding effect 
upon the holders of spot cotton. In an exceedingly dull market, 
also, cotton merchants might be reluctant to buy contracts, even 
though the differences indicated a profit. However, any such situa- 
tion should not continue long. 

The Bureau has not yet made an exhaustive study of this unusual 
situation at New Orleans, but there is reason to believe that the un- 
usual margin between the spot price and the contract price in New 
Orleans at this period was due in part at least to inaccurate differ- 
ences. Differences for low grades in New Orleans were narrower 
than those at Houston and Galveston. In this connection the follow- 
ing statement by a cotton merchant of New Orleans ig of interest : 

The differences between the low grades and middling are too 
narrow; in other words, middling is hard to buy at to-day's 
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[April 15, 1908] quotation (10^ cents), but the f^ades telow 
miadling can be bought considerably below quotations, and the 
lower grades (tinged and stained cotton) are also selling below 
quotations. 

Difficulty in establishing absolutely accurate quotations. — It 
is worth pointing out in this connection that the practice in quot- 
ing cotton in nearly all markets is to quote one specific price for 
each grade, instead of giving a number of different selling prices or 
even the range of bid and asked prices. Furthermore, the practice 
is to quote the price at a stated hour of the day, and undoubtedly 
this price is intended to reflect the actual condition of the market at 
the moment, rather than to give an average of the day's business. 
This fact undoubtedly explains much of the difficuhy arising over 
the quotation of cotton, although it would not account for such 
marked divergence in views as occurred in the New Orleans instance 
of September, 1907. During the active part of the season, for in- 
stance, a hundred sales of so-called low middling cotton may be made 
in a single day, the variation in prices covering a range of, say, one- 
eighth to one-fourth of a cent. The quotation committee, meeting at 2 
o'clock, would attempt to strike a figure fairly representative of the 
latest sales. Obviously, if this figure is one-eighth of a cent or more 
above or below prices made earlier in the day, it is likely to be im- 
mediately condemned by those who know that they sold that particu- 
lar grade at such different prices, although the committee was really 
performing its duty faithfully and accurately. 

A further very important source of difficulty arises from the fact, 
so frequently referred to, that the classification of cotton can not be 
performed with exactness. What one merchant may regard as low 
middling cotton may be classed by another as strict low middling. 
Such merchants will, of course, criticise quotations largely in accord- 
ance with their respective ideas as to grade. Still again, there may 
be some slight variations in the terms of sale within the limits of 
the rules, which in New Orleans provide that quotations shall be 
based on sales of cotton on spot terms, delivery to be made within a 
period of seven working days. 

For all of these reasons it is apparent that a single quotation for 
a given grade of cotton which, under trade practices, really includes 
a number of what may be called subgrades can not, by the very 
nature of things, give univei'sal siitisfaction. 

Section 4. Alleged improper differences in the Liverpool market. 

Complaints of manipulation and misquotation of differences, such 
as those just described, are made with even greater frequency against 
the Liverpool market, which also employs the commercial-difference 
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system. Jt is alleged that contract differences in that market, which 
are largely determined by arbitrators, often show violent changes 
within a very brief period of time. A member of the New York 
Cotton Exchange who condemned the Liverpool system said in this 
connection : 

Two or three days, or four or five days, may make the most 
enormous difference in the estimated value of cotton. I will 
give you an illustration from my own experience: In January, 
1902, I was one of a group of people who took up about 90,000 
bales of cotton on contract in Liverpool. The cotton was bought 
by us because we had certain spot sales to fill, and we thought 
we could get the cotton we needed advantageously in that way, 
and then redeliver the cotton that we did not need. I remem- 
ber one lot of 8,000 bales of cotton, of approximately the same 
character, which was delivered to us — it was staple cotton from 
the Mississippi Valley, and my recollection is that the arbitra- 
tors' estimate, when we received the cotton, was 140 Liverpool 
points on. Five days later we redelivered that cotton, because 
it was not cotton that we w^anted for our purposes, and the arbi- 
tration on that occasion was 68 points on. We lost over $7 per 
bale in five days. Now, that is the kind of thing that happens 
in Liverpool all the time. That is only one of a hundred cases 
that have either occurred in my experience or have come to my 
knowledge. 

The Bureau has no means of determining the merits of this particu- 
lar case. It is altogether probable that unwarranted changes in dif- 
ferences have at times been made in Liverpool. On the other hand, 
it seems more probable that deliberate manipulation or misapplication 
of differences in a broad spot market like that at Liverpool can, by 
the very nature of things, be only an occasional feature of arbitra- 
tions. It is worth noting that the cotton in question w^as " staple '' 
cotton — that is, cotton of extra staple length — on which ideas of value 
often differ very widely. In fact, in some southern markets in the 
United States where staple cotton is received in large quantities no 
effort is made to publish quotations, owing to divergence of opinions 
as to the length of such extra staple cotton or its value. It is owing 
to the difficulty in accurately determining the value of extra staple 
cotton that the New York and Xew Orleans cotton exchanges limit 
the extra allowance for staple cotton if delivered on contracts to one- 
fourth cent per pound. This, as already explained, has the practical 
effect of preventing the delivery of cotton of exceptional staple length 
upon contract. 

A peculiar feature of the Liverpool market during a considerable 
part of the season of 1906-7, and one that is charged by some members 
of the New^ York Cotton Exchange directly against the commercial- 
difference system, was the existence of a substantial premium in con- 
tract prices for the spot month over more distant deliveries. It has 
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l)eeii explained that under normal conditions in a given season the 
contract price for a distant month should rule somewhat higher than 
the contract price for the current month or months immediateljr suc- 
ceeding (or "near positions," as they are called), owing to the fact 
that the seller of a contract maturing at a distant date must take 
account of warehousing and other carrying expenses.* In the season 
of 1906-7 the contract price for the current or for near positions in 
the Liverpool market frequently was decidedly higher than the price 
for more distant deliveries. Thus, on May 3, 1907, the May-June 
deliveries in Liverpool were quoted at r).12^d., whereas July- August 
deliveries were quoted at only 5.98^d. 

Such premiums in the near positions in the Liverpool market were 
cited by many advocates of the periodic-difference system as convin- 
cing evidence of manipulation of differences and as condemning the 
commercial-difference system as used in the Liverpool market. 

In this connection the following extract from a statement by 
R. H. Hooj^er, an importer in the Liverpool market (and also a mem- 
ber of the New York Cotton Exchange), to the Manchester Guardian 
may be cited : 

Those who notice that our stock of American cotton is nearly 
1,000,000 bales wonder why near "futures" are selling at 200 
points over New York and 25 points over " new crops [i. e. 
positions maturing in the next crop year]." It is because we 
have a contract which is a boon to manipulators, but which has 
become a hedge for neither spinner nor merchants. * .* * 

When tlie manipulating straddlers ^ have an enormous line 
of futures purchased in Liverpool it pays them well to offer 
cotton (which has been tendered), especially to arbitrators and 
members of the quotation committee, at a very cheap basis, as 
by so doing they induce the former to undervalue the next cotton 
tendered and the latter to reduce quotations Jfor the grades be- 
ing tendered ; each succeeding tender then becomes worse for the 
seller, and the near positions and futures generally are forced 
nuich higher than supply and demand warrant. Under the 
present system it is quite conceivable that a little judicious bid- , 
ding for actual cotton may make a vast quantity deliver at 25 
points more or a little judicious offering make it tender at 25 
points less than it would if the market w^as normal. A fixed- 
difference contract would be fair for all — better for the legitimate 
trader, both buyer and seller. Many think that the New York 
market is injured by having fixed differences. It could not exist 
without them. 

The argument in this statement is that operators who have pur- 
chased future contracts on which they expect to receive low-grade 

« Of course, deliverios maturiup in a succeeding season, when foreseen con- 
ditions of supply and demand may be radically different from those for the 
current season, may properly sell under the current future prices. 

^ That is, operators who are long of one delivery month and short of another. 
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cotton can so manipulate the spot market as to lead arbitrators into 
establishing such extremely wide differences off for these low grades 
that it would be ruinous for the seller of the contract to deliver them, 
and that, consequently, the seller of a contract which is about to ma- 
ture, rather than deliver his low-grade cotton at these great differ- 
ences off, goes into the market and buys in another contract to offset 
the one which he had previously sold. The effect of such competition 
for contracts maturing in the spot month obviously would be to send 
the price of such contracts up, and possibly to a premium such as 
actually prevailed in the Liverpool market during a considerable 
part of the season of 1906-7. At the same time, such a merchant who 
bought in his contract would sell a more distant contract as a hedge 
against the cotton which, of course, he would still have on hand. The 
argument that the premium for near positions in the Liverpool mar- 
ket in the season of 1906-7 was due to this sort of manipulation is 
more clearly brought out in the following statement by a member of 
the New York Cotton Exchange : 

A group of people saw that Liverpool was getting a very 
large amount of low-grade cotton. They foresaw that it woulcl 
l)e an easy thing to depress the market value of that low-grade 
cotton, because, for the time being, spinners wanted high-grade 
cotton; they knew the basis on w-hich the Liverpool merchants 
had been importing this low-grade cotton; they also knew that 
numbers of these Liverpool merchants had been, as we say, 
"stuck" with quantities of low-grade cotton shipped over to them 
by irresponsible shippers in the South when those southern ship- 
pers had really sold high-grade cotton, but the southern shippers 
not being able to get the nigh-grade cotton except at a terrible 
loss simplv picked up what they could and shipped it over and 
drew against it. There were, therefore, in Liverpool a large 
number of merchants loaded up with this low-grade cotton — 
with hedges sold against it — ^which they could not sell to spin- 
ners because the spinners did not want it, and which had cost 
them a high basis. This group of people accordingly proceeded 
to purchase in large quantities the near position in Liverpool; 
they began by buying January-February; then they extended 
their operations to March- April ; after that to May -June, and 
after that to July- August. They kept buying the near position 
in Liverpool anS selling the distant position, getting into an 
arbitrage position in that way. At the same time they were do- 
ing this they went through the market all the time, offering the 
low grades of cotton down, down, down. Their brokers were 
going around the market all the time, going to this spinner's 
buyer and that spinner's buyer and saying, "I have got a lot of 
good ordinary cotton — good cotton — Texas cotton, and I will 
sell it to you for 60 off." The spinner's broker would sav, "My 
spinners do not want that." The next day they woul^ come 
around and offer it at 65, and the next day at 70 off. They 
were sending other brokers around offering low grades down in 
the same way, and they offered those grades down, down, down, 
33222—08 22 
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until they got good ordinary down until it was 110 oflF Liverpool 
middling. Now, anv man who had got any of this cotton on 
hand, if he delivered it against contracts, had to take that itiin- 
ous price for it. He had bought it, we will say, at the normal 
difference of 30 points off; when he delivered it on contracts he 
only got 110 off. It made it simply ruinous for every holder of 
low-grade cotton in Liverpool to deliver any on contracts, and 
consecjuently those gentlemen who had got long on the near posi- 
tion simply proceeded to put the near position up in the air and 
make all these fellows who had hold of the spot cotton, and had 
sold hedges against it, buy January-February and sell March- 
April, and when March-April came around the poor spot man 
had to go and buy March- Aprils and sell May- Junes; ♦ * * 
I do not hesitate to say that that operation has cost the spot mer- 
chants of Liverpool this year a million pounds sterling, and it is 
all due to the character of their contract. I think a contract 
which makes it possible for such a thing to happen is absolutely 
and utterly uncommercial and unsound; and when people over 
here tell us we should have a contract like the Liverpool contract, 
and I remember what has happened to me in that market, and T 
see the loss and suffering and the anxiety which the Liverpool 
merchants have had ever since January of this year, I simply can 
not understand why any living man should want a contract of 
that kind in. this country. 

The Bureau made no extensive study of conditions in Liverpool. 
It would seem, however, that if, at the time in question, the differences 
off for low grades were very excessive, these grades should have been 
snapped up by buyers. That extremely wide differences off could 
occur repeatedly would be an indication that the cotton was very low 
in grade rather than that the differences were improper. Further- 
more, since there was almost no high-grade cotton tendered on con- 
tract in 1906-7, excessive differences off for low grades would log- 
ically have resulted in an unusually small discount in the Liverpool 
contract price as compared with the spot price of middling. The 
fact is that the discount was abnormally large,'* and this certainly 
goes to discredit assertions that arbitrators in Liverpool were in- 
fluenced to make differences off for low grades unduly wide. 

The real situation seems to be that shippers to the Liverpool 
market in the season of 1906-7 sent considerable cotton of unusually 
low grade, and were so unaccustomed to the extremely wide differ- 
ences off for low grades which arbitrators in that market allowed in 
that season that they were unwilling to deliver the cotton against 
contracts previously sold, but instead bought in the contracts, possi- 
bly hoping to sell their cotton later in the spot market at narrower 
differences oft' middling. It is, of course, possible that differences 
were deliberately manipulated, or misapplied by arbitrators, in Liver- 
pool at this time, as charged in the above statements ; but, as brought 

«See page 135. 
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out in the discussion of similar complaints in connection with the 
New Orleans market, it is clear from the logic of the situation that 
any such abused should not long continue, since, if low-grade cotton 
could have been sold in the spot market at materially narrower dif- 
ferences off, there would have been a great profit in buying future 
contracts, accepting the delivery of the cotton at the wide differences 
allowed by arbitrators, and reselling it in the spot market. Under 
these conditions, competition for contracts should have resulted in 
narrowing the margin between the spot and the contract price. The 
Liverpool practice with regard to staple cottpn (see p. 136), however, 
introduces a complicating factor. 

Section 6. Occasional careleBsness of spot-quotation committees. 

Aside from occasional instances of alleged manipulation of differ- 
ences by operators or of deliberate abuse by quotation committees 
and arbitrators, there has been a great deal of general dissatisfaction 
over differences in the New Orleans market on the ground that quota- 
tion committees at times become careless and do not quote the market 
in strict accordance with the rules of the exchange. Quotation com- 
mittees in the New Orleans market have from time to time been 
subjected to severe criticism on this ground. In 1901 a committee 
resigned because of adverse criticism. This, however, was not gen- 
eral among the members of the exchange, but was the complaint of 
an individual member who subsequently made apolog}' for his action. 
In April, 1905, the chairman of the spot quotation committee wrote 
a letter to the board of directors of the New Orleans Exchange, ask- 
ing to be excused from serving longer in that position, ow^ing, as he 
stated, " to the many reflections that are thrown on the committee, 
which do not fall short of insult.'' 

Again, in November, 1905, an entire committee submitted a formal 
report to the members of the board of directors of the exchange, as 
follows : 

New Orleans, November 20 ^ 1903. 
To the President and Board of Directors, 

New Orleans Cotton Exchange. 
Gentlemen : The committee on classification and quotations 
beg to report that the criticisms in relation to quoting the spot 
market have recently become so disagreeable as to be unbearable. 
Your committee have quoted the spot market as thev found it 
for actual cotton exposed by sample on factors' tables. For 
several daj^s past there have been constant complaints and criti- 
cisms, claiming that cotton has sold from about three-eighths 
and more below the quotations. Investigation has shown that 
such sales have consisted of what is called " hedge " cotton — 
cotton sold against future transactions — combined trades in spots 
and futures enabling the seller through such combination to 
offer his spot cotton at a price below the actual market. This 
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condition has become so acute within the past few days that your 
committee find, unless there is some solution through a ruling of 
your board, they can not serve longer. 

Your committee have given what they conscientiously con- 
sidered the actual market for spot cotton in New Orleans as 
held by factors and other sellers in the usual re^lar course of 
trade, irrespective of " hedge " cotton. While it is true that 
sales of the latter do and doubtless will often occur at prices 
materially differing from the actual spot market, these transac- 
tions are exceptional and can not be considered as the rule. The 
criticisms against the committee's quotations have all become 
such that they have actually amounted to personalities as against 
the members of the commfttee collectively and individually. 

Your committee ask that the board of directors, at as early 
an hour to-day as possible, give, them a positive ruling as to 
whether the spot quotations of this market shall be based upon 
sales of cotton from factors' tables only or upon " hedge " cotton. 

We ask that instructions be given us prior to the regular hour 
for calling at 2 o'clock p. m. to-day, 
KespectfuUy, 

Jin^Es Mazer AT. 
O. L. Lemaire. 
C. A. Francis. 

O. CORNILLE. 

W. B. Thompson. 

Still again, in June, 1907, considerable dissatisfaction was ex- 
pressed over the prices then being quoted. It was alleged by some 
large operators in futures that the quotation committee, instead of 
quoting strictly in accordance with the rule which provided that its 
quotations should be based upon actual transactions in average lots 
of cotton running not more than one-half grade from the full grade 
quoted, was basing its quotations on average lists which included a 
much wider range of grades. Furthermore, it was alleged that the 
committee, instead of quoting on the basis of the official or standard 
types for the respective grades, was in reality basing its quotations 
on cotton of rather lower grade than these official types. Bids for 
middling cotton were made around the future ring at New Orleans 
at this time at a substantial fraction of a cent above the official price 
as reported by the committee on spot quotations. This was argued 
as showing that the committee was not faithfully reporting the 
market. Members of the quotation committee, in reply to these 
criticisms, contended that these bids, made around the ring, were 
entirely of a manipulative character, intended to influence the future 
market, and that the very fact that they were made in this manner, 
instead of being made over the tables of factors and other sellers, 
was evidence of their insincerity. Some members of the committee 
admitted that it was probably true that their quotations were for 
cotton which was not exactly identical with the official standards of 
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the exchange. It was urged that in a low-grade crop, damaged as 
the 1906-7 crop was, middling cotton would not have the whiteness 
or " bloom " of the official standard. Again, it was conceded that as 
the season advances in any year there is a more or less unconscious 
tendency to get slightly away from the official standard. However, 
it was asserted that this was a common occurrence in practically all 
markets, and one that was universally recognized. 

The complaint of nonobservance of the rule that quotations must 
I)e based on actual sales in average lists running <iot more than a half 
grade above or below the basis grade, was thus discussed by a cotton 
merchant in Xew Orleans: 

According to our rules [according to the rules of the New Or- 
leans Cotton Exchange], each day's quotations are based on 
actual sales of spot cotton — based on cotton running a half grade 
up and a half grade down. Whenever the quotations are not 
made purely in this manner — that is, based on these rules — the 
member or membei-s on the spot committee are violating the rules 
of the exchange.'' 

Q. As a matter of fact, do you know whether any factors or 
buvers in reporting sales to this committee, instead of reporting 
prices based on average lists running only a half grade either 
way, report prices based on a much wider range of grades? — A. 
Yes, no doubt; and for that very reason a great many wrong 
quotations are posted. For instance, a factor may have a list of 
cotton that runs from good ordinary to strict middling. He will 
average it up and say that he has gotten the quotation, whereas 
the middling and strict middling might have brought a big pre- 
mium over quotations and the grades below middling consider- 
ably less than quotations, but by making an average he has ob- 
tained quotations. 

Q. lender such a condition would that average be in accord- 
ance with the rule you have cited ? — A. No, it would not. And 
I state again that any member or members of the quotation com- 
mittee quoting cotton in this manner violate the rules of the 
New Orleans Cotton Exchange. In other words, I will state 
most emphatically that if the rules are strictly adhered to, and 
our quotations based purely on sales made daily, I unhesitatingly 
say that it is the best system in the world. I am not sure, in 
order to do away with self-interest, that it would not be better 
to have a paid committee and have them swear every day to the 
quotations that they make, and then show the actual saU\s on 
which they have based these quotations, and then have no man 
on the spot quotation committee that has any interest directly or 
indirectly in the market. 

A former president of the New Orleans Cotton Exchange said : 

Spot quotations should be based on the sales of the day, and 
any departure from this is an abuse. Notwithstanding this is 
true, every grade must be quoted whether it is sold or not, because 
there must be a basis upon which to make contract deliveries. 



** For a rcH'eiit changp in tbo nilo see page 80. 
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The spot committee should be discreet and they should learn the 
market by going over it from day to day. 

The spot quotations promulgated by this exchange upon an 
average for tlie past two or three years have been fairly correct, 
though it must be admitted that sometimes mistakes are made. 
Members of the committee may be influenced and they are influ- 
enced. They are approached by certain interests in this mar- 
ket. They are not influenced by monetary considerations^ but 
if a large factor or a large buyer has the confidence of a member 
of the committee a statement from such a factor or such a buyer 
will necessarily influence that member of the committee. Buyers 
and factors almost invariably disagree. The buyer desires to 
get cotton cheap ; the factor desires a high price, and the average 
contention of these two classes is usually fairly representative of 
the actual market. 

A cotton merchant of New Orleans who had frequently served on 
spot quotation and arbitration committees said, when asked to define 
the basis on which spot prices were quoted in the New Orleans 
market : 

In the first place, the quotation committee, when there is no 
cotton sold on tne half grades up or down [meaning average lists 
varying not more than a half gi'ade either way], can not quote a 
half grade up or down when all the lists of cotton that are being 
sold — and it has been that way for the past three or four 
months — ^range from four to five grades; the committee can not 
quote on half grades. Now, we can get the value of middling 
by the actual bids for even-running middling and the actual 
price that would be paid for the lower grades, and that is how we 
get at the differences in values between the lower grades — be- 
tween low middling and middling, which now varies about a cent 
and a half. A man could buy low middling at a certain price, 
but he could not buy middling at less than 1^ or IJ cents more; 
and that is the only way we can get at the value of midding and 
the higher grades. It is a practical impossibility to quote a half 
grade up or down when cotton has not been sold that way. 
* "5 * You have complaints every year. They are never 
exempt from that. One man thinks a quotation is wrong one way 
and another man thinks it is wrong the other way. One man 
may think it is too high and another man may think it is too 
low. You can not regulate that; you can not please every- 
body. * * * The quotations have been as nearly right as it 
was possible to get them. I will explain to you that, while the 
low gi'ades were selling at below quotations, that was partly due 
to the character of the low grades — the style. A great deal of 
storm cotton and what the factors call their type of good ordi- 
nary, or, say, strict gocnl ordinary, was sold below what the cotton 
was quoted at on the board. 

A member of the spot quotation committee serving at the time that 
this discussion arose (Juno, 1007), who was asked whether in estab- 
lishing quotations for different grades he insisted that there should 
be actual transactions in each grade lK»fore making a change in price, 
replied : 
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There are not always transactions in every grade every day; 
but in an active part of the season the sales are usually large, 
and I suppose there are very few if any grades left out. We de- 
pend entirely upon the quality of cotton that is coming into the 
market and selling off lactors' tables as running. It mB,y not 
vary a great deal in quality. This year it has possibly varied a 
great deal more in quality than in a ^ood many other seasons; 
but the quotations for spot cotton are based upon actual sales — 
cotton running not more than one-half grade up or down — and 
even though mere were no particular transactions in a specific 
quality of cotton that day tne ^ade would be changed to con- 
form to the advance or decline m the other grades, because the 
differences between respective grades are regulated by the expert 
opinion of the quotation committee. For instance, if the differ- 
ence between low middling and middling was IJ cents, and they 
perhaps found out that there had been no trades in low middling 
(a half grade up and down), but that there had been a trade 
or two in middling (a half grade up and down), they would still 
be in a position to quote both grades, because the quotation com- 
mittee regulates its quotations for all the grades regardless of 
whether or not there have been any transactions in any particu- 
lar grade. If the result of the operations in the spot market — 
say, heavy buying at an advance over the previous day's quota- 
tions — ^justifies putting the market up, w^hy, they put it up on all 
grades. Sometimes they are justified in putting up middlmg and 
above and leaving the other grades unchanged, because buyers 
have not been willing to pay an advance for the low grades on 
that day. In fact, the low grades may have sold at the same 
prices as they did the day before, while the better grades were 
selling at an advance. Then, too, they might put up the lower 

frades and leave the better grades unchanged. * * * Our 
ifferences are determined by the supply and demand for that 
particular quality, and where there are no transactions it will be 
changed daily in the judgment of the committee. Our differ- 
ences are revised the first Friday in every month by the joint 
committee on arbitration and classification and the spot quota- 
tion committee.* 

Investigation in the New Orleans market indicated that factors 
reporting the results of their business to the quotation committee 
were not always careful to quote only such average lists as contained 
only a half grade either way from the full grade quoted, but that 
they frequently gave prices for average lists containing a much wider 
range. However, it was contended that members of the spot quota- 
tion committee, being themselves as a rule actively engaged in the 
spot cotton business, were able to arrive at accurate quotations for 
specific grades. It would appear, nevertheless, that the rule of the 
New Orleans Cotton Exchange on this point had not been strictly 
observed. As shown on page 81 this provision has been abandoned 
by the New Orleans Cotton P^xchange. It would also appear, from 

'^ See note, page 84. 
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the facts presented, that quotation committees in the New Orleans 
Cotton Exchange have, at times, when the market was exceedingly 
dull, based their quotations upon transactions occurring some time 
previous to the day the quotation was published. As already pointed 
out, any such practice clearly is extremely likely to result in inac- 
curate quotations. The use of a quotation several weeks old is so 
obviously improper as hardly to call for discussion. 

Complaints against the spot quotations of the New Orleans Cotton 
Exchange are more or less representative of those brought against 
most of the leading southern cotton exchanges, although since no 
other southern market conducts a future business the evils result- 
ing from such errors have been more restricted. As shown in Chap- 
ter II the New Orleans method of establishing spot quotations is 
substantially followed in nearly all the leading southern spot markets. 
In several southern markets, however, the great importance of ex- 
treme care and accuracy in the establishment of spot quotations is 
not sufficiently recognized, and as a result there can be no question 
that quotations are not always an exact reflection of the actual con- 
dition of the market. This is quite aside from the matter of dis- 
crepancies in ideas of classification. Thus, in several markets there 
is seldom any change in differences between grades, prices for all 
grades being changed by a uniform amount. This is in large meas- 
ure true of several fairly important markets, where changes in dif- 
ferences in recent years — as distinct from mere changes in prices — 
have been very infrequent. In view of the pronounced changes in 
differences in some southern markets, there can be no question that 
the practice of changing all grades by a uniform amount has resulted 
in inaccurate quotations. Furthermore, in some markets, as, for in- 
stance, in the case of the Mobile market, the investigation sliowed 
that the quotation of prices was conducted in a somewhat perfunctory 
manner. It is unnecessary to enter into a discussion of differences 
in individual markets, since it can be stated as a general proposi- 
tion that there is urgent need for greater care in the establishment 
of quotations in southern markets as a whole — ^and particularly if, 
as suggested later, the quotations of such markets are to be used by 
the New York Cotton Exchange as a basis for establishing differ- 
ences to apply on contract deliveries there. 

Section 6. Difficulties in arbitration of irreg^nlar cotton. 

Before leaving this discussion of differences in the New Orleans 
market, some consideration should be given to the difficulties which 
arise in connection with the arbitration of the values of so-called 
irregular cotton when delivered on future contracts. It has already 
been explained that, while the arbitrators who value deliveries of 
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cotton are required to apply the differences indicated by the spot 
prices reported by the quotation committee upon such cotton as 
corresponds to the standard types for full grades, they are allowed 
considerable discretion in determining the relative values of cotton 
which does not exactly correspond to any such full grades.- In fact, 
since quotation committees do not quote specific prices for tinged or 
stained cotton, the adjustment of differences on such cotton is neces- 
sarily left to arbitrators, although they are supposed to use as a guide 
the quotations for full grades together with the officially quoted range 
of discounts for tinged and stained cotton. 

The discretion which thus rests with the arbitrators is obviously 
likely to cause dissatisfaction, and such dissatisfaction has been aggra- 
vated by the fact that, where appeals have been made, the decisions 
of the arbitrators acting on appeals have often shown wide divergence 
from those of the original arbitrators. Such variations have not 
infrequently amounted to one-eighth or even one-fourth of a cent a 
pound, or, say, 60 cents to $1.25 a bale, while at times they have been 
still greater. This is indicated by the following table, which shows 
the results of original arbitrations and appeals in the New Orleans 
inarket in the early part of 1907. These figures, it should be noted, 
were not selected, but are a complete record for a limited period. 

Table 2r).~COMPARISON OF AWARDS ON ORIGINAL ARBITRATIONS AND ON 
APPEALS ON CONTRACrr DELIVERIES AT NEW ORLEANS, 1907. 
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The above table shows that out of 42 marks appealed, in 4 cases no 
change was made; in 14 cases the difference between the two awards 
was one-eighth of a cent or less; in 15 cases it was from three- 
sixteenths to one-fourth of a cent, while in 9 cases the difference be- 
tween the two awards exceeded one-fourth of a cent. In considering 
these figures it must be remembered that only a portion of the original 
awards go to appeal. An examination of the records of the New 
Orleans Cotton Exchange for several years past indicates that about 
25 per cent of original awards are appealed from. Moreover, the 
change in the award often affects only a few bales in a given lot and 
not alL It will be seen, therefore, that the number of cases where the 
original and the appeal awards differed by more than one-fourth of 
a cent represent only a small percentage of the total deliveries. 

In this connection it may be pointed out that even more pronounced 
complaint is made of the great difference between arbitrations and 
appeals in the Liverpool market. That there are very wide varia- 
tions between the two awards in that market can not be disputed. 

Records of arbitrations and appeals in the Liverpool market sub- 
mitted to the Bureau showed fairly numerous instances where the 
difference between the two allowances amounted to from 15 to 25 
points. As a point in Liverpool is equivalent to two in the New 
York market, this means that the difference between the two awards 
in these instances amounted to from 0.30 to 0.50 cent, or to no less 
than $1.50 to $2.50 a bale. Occasionally on a small number of bales 
the divergence between the two awards exceeded 100 Liverjjool points, 
or $10 a bale. It is easy to see how such discrepancies are certain 
to cause dissatisfaction. 

The extreme instances noted in both the New Orleans and the 
Liverpool market, however, occurred in the abnormal crop season of 
1906-7, and undoubtedly are not representative of conditions in a 
normal year. Where the commercial differences between grades are 
only from an eighth to a quarter of a cent, there clearly is less likeli- 
hood of a pronounced divergence in the opinions of the original classers 
and those who act on appeals than in the crop year of 1906-7, when 
the commercial differences between some grades, as already shown, 
were a cent or more. At the same time, the divergence between 
original and final awards is sufficiently great, even in normal years, 
to give ground for complaint against the accuracy of arbitrations in 
general. 

These wide variations between the awards of original arbitrations 
and of appeal arbitrations have been repeatedly cited by opponents 
of the commercial-difference system as conclusive evidence of the 
impracticability of that system. It should he pointed out, thexefore, 
that these discrepancies Ix^tween arbitration and appeal awards are 
to a large extent ^the hievitable result of the inherent dilEculty in 
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classing cotton with absolute accuracy, and particularly in classing 
irregular cotton, such as tinged and stained grades. In the Liverpool 
market a still more serious difficulty arises in determining the value 
of " staple " cotton. 

Difficulties over classification, which are the baris of complaints 
regarding arbitrations, are not, however, peculiar to the commercial- 
difference system. The same difficulties occur, although they are not 
so apparent, under the periodic-difference system. The New York 
Cotton Exchange has attempted to evade this difficulty by establish- 
ing types for irregular grades of cotton and by applying periodic 
differences to such nondescript cotton as matched these arbitrary 
types. This device, however, does not avoid the real difficulty. In 
the first place, the types are necessarily so arbitrary that the classifi- 
cation of such irregular cotton can be conducted with only approx- 
imate accuracy. The New York method obviously leaves great dis- 
cretion to the classification committee in establishing the class of such 
cotton, which in effect establishes its contract value. The New Orleans 
Cotton Exchange, on the other hand, does not attempt to establish 
•standard types for such irregular cotton, but leaves the determination 
of the value for such irregular grades when tendered on contract 
to arbitrators; that is, in New Orleans the arbitrators directly value 
such nondescript cotton according to their ideas of the market value 
of these irregular grades at the time of delivery, using the official 
discounts established by spot quotation committees as a guide. As 
the members of this committee and of arbitration boards are pre- 
sumably familiar with the actual current prices of the various kinds 
of cotton, including such irregular grades, it is clear that they should 
Ije able to establish its real value relatively to middling with at least 
approximate accuracy. In the New York market, on the other hand, 
the application of arbitrary differences to cotton which is thus arbi- 
trarily given a class, although its character is nece&sarily very difficult 
to determine, clearly is more liable to result in serious error. There- 
fore, the complaints brought against the New Orleans market on this 
score can be charged against the New York market with even greater 
emphasis. 

iMPRACTICABILrrY OF ESTABLISHING FIXED DIFFERENCES ON TINGKD 

AND STAINED COTTON. — As a matter of fact, one of the chief com- 
plaints of those who condemn the periodic-difference system, as em- 
ployed in the New York market, is that arbitrary differences are 
established months in advance on such grades of tinged and stained 
cotton as are deliverable on the New York contract. Those who con- 
demn this practice lay stress on the fact that the leading southern 
exchanges do not consider it advisable to maintain types of tinged 
and stained cotton. Furthermore, few of the important cotton ex- 
changes of the South attempt to quote these tinged and stained grades 
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by specific prices, but instead usually quote them collectively at a 
range off the corresponding white grades. For instance, as shown on 
page 81, on June 11, 1907, the New Orleans quotation committee, after 
giving specific prices for the full grades of white cotton, gave thp 
quotations for the corresponding grades of tinged and stained cotton 
for the day at T^@f cent lower. Owing to the indefinite and vari- 
i^Ie character of tinged and stained cottons, and this absence of 
sipecific quotations for them in southern markets, ^t is urged that the 
establishment of fixed differences for these grades to hold goo<l for 
months in advance is particularly unreasonable. The following ex- 
cerpt from a letter by Atwood Violett, a member of the New York 
Cotton Exchange, to the chairman of the revision committee, tinder 
date of September 10, 1907, presents some of the objections to thus 
establishing fixed differences on these tinged and stained grades: 

I beg to ask your attention particularly to the matter of dis- 
counts on stained and tinged cottons brought to this market for 
delivery on contract. The insufficiency of information as to what 
are the differences in the South generally as to these grades, in 
their relation to middling cotton, makes it particularly important 
at this time that it shall be investigated as to whether there is 
not relatively a greater insufficiency of discount allowed on them, 
when delivered on contract, than even on good ordinary and low 
middling, compared with the discounts on these two grades 
throughout the South. 

I have for a long time contended that there is no basis in 
November, in any year, much less September, on which to form 
a correct judgment or opinion as to the value that should be put 
upon tinges and stains in the New York market, in their relation 
to middling, and I hand you herewith copy of a letter received 
in April last from the secretary of the New Orleans Cotton Ex- 
change, in reply to a communication of mine on this very subject. 
It will be noted that Mr. Hester says that their spot committee 
never attempts to quote or even grade irregular cotton, such as 
they consider these grades to be, and when tendered on contract 
the arbitrators, whenever absolutely necessary, value them as near 
as possible to w'hat they will bring on the market, so as to secure 
fair and equitable results to both receiver and deliverer. These 
conditions prevail generally throughout the South, as is indicated 
by telegrams and letters from the various exchanges in the South, 
to whom I had written in this connection, and w^hich are attached 
hereto. 

It would seem that a few points like Norfolk, and other mar- 
kets in the Carolinas, Georgia, and Alabama, more particularly 
•give attention to these grades, but I am of the impression that this 
IS largely in connection with the shipping of these grades to New 
York for delivery on contract, but none the less they are irregular 
cottons. No matter how insufficient the discounts on good or- 
dinary and low middling, as fixed by the revision committee of 
our exchange, for a number of years past, there is some basis upon 
which to fix the differences in this market on these grades, because 
they are quoted in every spot market of importance in the cotton 
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belt, but with cotton of the stained and tinged varieties it nwist 
be largely guesswork when the discounts on these grades b«ve 
been fixeci by the committee, and it is largely because of this cHar- 
hcter of cotton, as well as the insufficiency of the discount oirthe 
regular low grades, and still further because of splitting every 
contract into 25 to 30 different ^ades, that the spinner fights 
shy of our contract, and will continue to do so imtil these condi- 
tions are decidedly changed. 

Section 3 of the charter of our exchange states, among other 
things, that among the purposes of said corporation shall be to 
adopt standards or classification, but how can we adopt standards 
of classification on irregular cottons, and quoted in only a very 
few markets in the South. 

It was, in fact, contended by Mr. Violett that in establishing differ- 
ences on tinged and stained cotton the New York Cotton Exchange 
is exceeding its powers as defined in its charter and outlined in its 
by-laws. In a letter to the chairman of the revision committee of 
the exchange under date of November 16, 1907, Mr. Violett further 
said on this subject : . • 

Furthermore, section 67 (p. 49) of the by-laws, said by-law 
defining the duties, of the committee on revision of quotations of 
spot cotton, says, among other things, that " the committee shall 
on the day of the meeting consider the suggestions and opinions 
presented by members, whether in writing or verbally, and es- 
tablish the differences in value of all grades on or off, as related 
to middling cotton, which shall constitute the rates at which 
grades other than middling may be delivered upon contract." 

But the same question arises here, as in section 3 of the charter 
of our exchange, from which I have just made an excerpt, as to 
the adoption of standards of classification; that is, the revision 
committee, at any time, having but very little information re- 
garding the market value of tinges and stains (because of this 
character of cotton not being quoted or even gi-aded at most of 
the leading markets in the South), is confronted with what 
should be a s*tumbliiig block as to an equitable relation to middling 
to be put upon tinges and stains; or, in other words, the extent 
of the discounts that should be penalized against these grades. 
My own opinion is they have never been sufficiently penalized, 
not even on September 11 last, by your committee, and I think 
these contentions on my part will be sustained if your committee 
will go over the replies in this respect that I received from the 
southern cotton exchanges and sent you on August 29 last, and 
which I now return to you. 

* ♦ *'^ * « * * 

Therefore they have no standing, so far as furnishing stand- 
ards of classification is concerned, and yet section 67 of the by- 
laws says that your committee shall establish the differences in 
values of all grades on and off, as related to middling cotton; 
but section 3 of the charter provides, among other things, that 
the purposes of the c*orporation shall be to adopt standards 
of classification, but as the South furnishes nothing of this 
kind themselves on these grades how can the New York Cotton 
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Exchange, either through your committee or through the classi- 
fication committee, create a standard in this respect that does not 
exist in any cotton market either in this country or abroad? 
Counsel for the exchange should, I think, be consulted about this. 

There can be no question that this criticism has much force. The 
nondescript and variable character of tinged and stained cotton being 
admitted, it necessarily follows that any attempt to establish differ- 
ences on such cotton which shall remain in effect for ten months is 
a most arbitrary proceeding. It can hardly be called intelligent 
guesswork, since in the case of these cottons the revision committee 
has practically no basis on which to make conjectures as to future 
commercial values. In addition to the objections already presented 
against periodic differences in general, the practice of arbitrarily 
naming differences on such nondescript grades is open to especial 
condemnation. The matter is of the more importance because tinged 
and stained cottons have at times constituted a considerable percent- 
age of the total quantity of stock certificated in the New York 
market. 

Section 7. Effect of errors under flnctuating-diflerenee syBtem limited. 

It can not l>e disputed, in view of the facts presented, that serious 
abuses have occurred under the commercial-difference system. It is 
easy, however, to demonstrate that these abuses are less serious than 
those occurring under periodic differences. This has, indeed, been 
demonstrated by the statistics already presented, which show that 
disturbances of the parity between the spot and the contract price 
have been much more frequent in New York than in New Orleans, 
It is also show n by general considerations based on the inherent char- 
acteristics of the two systems. Opponents of the commercial- 
difference system virtually take the ground that all revisions 
of differences are a more or less necessary evil, and that their inju- 
rious effects are increased in direct ratio to their frequency. This 
position is not tenable. Admitting that errors occasionally, or even 
frequently, occur under the commercial-difference system, it is ini- ' 
portant to bear in mind, in the first place, that these errors usually 
must from the very nature of the system be small in amount. 

Where quotation committees meet from day to day, an error in the 
official quotations should be very small. Changes of a half cent in 
prices in a single day, such as occurred in September, 1907, as just 
described, are altogether exceptional. In the second place, the effect 
of these errors should be, and ordinarily is, limited in time. Their 
effect may be confined to a period of only twenty-four hours, since 
ufider the commercial-difference system any error in establishing 
differences on a given date can be corrected on the following day. 
As has already been emphasized, the rules of the exchange pro- 
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vide a definite standard by which the quotation committee is to deter- 
mine differences, namely, from aelual daily sales of cotton on spot 
terms. This furnishes a basis by which any member of the ex- 
change may challenge the accuracy of the quotations, whereas in 
New York, as already shown, there is no standard to which the 
committee is bound to conform in fixing differences. If under the 
commercial-diffei'ence system errors are thus promptly corrected, 
the effect may be felt only by the limited number of individuals who 
happen to be delivering or taking up cotton at the tijne the error oc- 
curs. Unless the error remains uncorrected for a long time — which, 
as indicated by charts 9 and 10, opposite page 176, has been a 
rare occurrence — it has comparatively little effect on the discount 
in the contract price. The reason for this is that the holder* of a 
contract maturing at a distant date relies on the committee to correct 
its error promptly, and consequently such a holder of a contract is 
under no special inducement to rush into the market and close out his 
contract at a sacrifice; that is, if an error in spot quotations were 
made in May, the holders of contracts maturing in September might be 
quite indifferent, because they would feel certain that long before the 
maturity of their contracts the error would have been corrected. In 
fact, if the error were speedily corrected, those operators who held 
contracts maturing even in the immediate future would not be dis- 
posed to sell out their contracts at a sacrifice; so that errors under 
these conditions would have scarcely any effect upon the contract 
price. 

Consequently, the errors, if thus speedily corrected, would affect 
only the insignificant percentage of operators in the market who hap- 
pened to hold contracts maturing at the time the error occurred. As a 
matter of fact, the correction of such errors has not always been imme- 
diately acQomplished. But the effect of such errors under the commer- 
cial-difference system has ordinarily been of brief duration. Under 
the periodic-difference system as employed by the New York Cotton 
Exchange, on the other hand, an error made in establishing differences 
at the September meeting of the committee can not be corrected until 
November, while an error made at the November meeting can not be 
corrected until the following September. Therefore, any error made 
by the revision committee of the New York Cotton Exchange at its 
November meeting tends to affect the value (not the original price) 
of every contract made prior to the revision, for the reason that there 
is no opportunity to counteract such error except by changing the 
discount in the contract price. Such an error, therefore, instead of 
affecting only a few^ receivers and deliverers of cotton, affects the en- 
tire body of operators in the market, causing probable loss to a great 
number of those on one side of the market. To be sure, an unusual 
discount in the contract price may be overcome prior to the next 
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revision date. This, however, will not be due to the fact that the 
error in diflFerences has been corrected, but will simply be the result 
of changed conditions in the spot market. Such restoration of a 
normal discount, however, as repeatedly stated, involves all the more 
disturbance in the contract price and introduces an extremely un- 
settling element into future operations. 

Safeguards provided by New Orleans system. — In further con- 
sideration of complaints against the commercial-difference system, it 
should be repeated that the system as conducted in the New Orleans 
market provides various safeguards which tend to avoid or reduce 
the evils of manipulation, misquotation, and misapplication of differ- 
ences. In the first place, as pointed out in Chapter II, the spot 
quotation committees which establish the differences on the full grades 
in the New Orleans market are not composed of any single interest, 
clique, or faction. Years ago the rules of the New Orleans Cotton 
Exchange provided that the spot quotation committees should be com- 
posed of two factors, two buyers, and three brokers, the committee 
then consisting of seven members. The idea, of this constitution of 
the committee was that the factors, being interested in the sale of 
cotton, w^ould be disposed to see that the market was quoted at least 
sufficiently high ; that buyers would have an interest in seeing that it 
was not quoted too high ; while it was assumed that the brokers would 
be neutral. The rule for constructing the spot quotation committee 
in this way was later abolished and the number of members reduced 
to five. It is stated, however, by officers of the New Orleans Cotton 
Exchange and also by other members of that exchange that it had 
been the almost invariable practice on the part of boards of managers 
or presidents of the exchange, to whom the power to appoint this 
committee was at times delegated, to preserve this balance of interests 
in making up the* committee. The members of this compiittee are 
largely selected from members of the exchange who are actually en- 
gaged in the spot cotton business and who move about during the 
day in factors' offices and who should thus become familiar with the 
actual condition of the market. 

It is obvious that this arrangement should act as a very effective 
preventive of anything like conspiracy or dishonesty in establishing 
quotations, or the prolonged continuance of an unintentional error. 

A further important safeguard provided by the commercial-differ- 
ence system as employed at New Orleans is that both the buyer and 
the seller have an opportunity to Ik? heard in case of dispute as to the 
quality or value of cotton delivered on contract. WTien cotton is 
tendered for delivery on contract in New Orleans the samples are first 
drawn in the prest^nce of representatives of the deliverer and the 
receiver. These samples are then passed upon by two arbitrators 
drawn by lot from a panel to examine this cotton and establish its 
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grade and value. In case either party is dissatisfied with the award 
of these arbitrators he has the privilege, before making appeal, of 
conferring with the other party and making private settlement if this 
is poasible. In fact, such private settlement may be made without 
sending the samples to arbitrators at all if this is agreed to by both 
parties to the transaction. In the event of inability of the two parties 
to the delivery to come to an amicable settlement, a request is made of 
the exchange to appoint arbitrators on appeal, such arbitrators, like 
those drawn on the original examination of the cotton^ again being 
chosen by lot. As previously stated, it is a rule of the New Orleans 
Cotton Exchange that no member of the arbitration and classification 
committee shall serve on arbitrations or appeals upon any cotton in 
which he is personally interested. 

It is apparent, therefore, that the theory of the commercial-differ- 
ence system as employed at New Orleans is to provide for the impar- 
tial establishment of differences between grades, and that to secure 
such action various safeguards have been arranged. That the system, 
in spite of these safeguards, has failed to give more general satis- 
faction is due in large measure to the fact that the classification of 
cotton is largely a matter of individual judgment. Absolute agree- 
ment on the part of all members of all committees can not be hoped 
for. There will always, under any system, be some friction between 
the two interests in the market. The existence of more or less fric- 
tion of this sort by no means necessarily impeaches the integrity of 
the system. On the contrary, such dissatisfaction to a certain extent 
may be evidence of alertness on the part of both interests in the mar- 
ket to jealously guard their rights in preventing any tendency on the 
part of committees or arbitrators to depart from a correct application 
of the principles of the system. At the same time occasional abuses 
will probably occur. 

Section 8. Need of greater care on the part of quotation committees. 

Nevertheless, in spite of the safeguards provided under the com- 
mercial-difference system and the impossibility of attaining absolute 
perfection in the quotation of cotton in large spot markets, it should 
be clear that improvement in the quotations which determine con- 
tract differences at New Orleans is desirable. 

, Various suggestions have been made for securing such improve- 
ment-through change in methods. One is that, in place of a spot 
quotation committee chosen from meml>ers of the exchange, there 
should lx», substituted a salaried oonnnittee whose members should 
have no interest whatever in the cotton business. This suggestion, 
while containing much merit, is not generally favored in the trade, 
because of the fear that members of such a counnittee might become 
subservient to influential operators. One cotton merchant, in answer 
00222— OS 'S.\ 
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to this objection, urged that a man who was serving without any 
pay whatever would be more susceptible to improper influence than 
one who was paid a liberal salary. On the other hand, it was argued 
that members of the spot quotation committee who have their mem- 
berships and their reputations in the cotton trade at stake would be 
much less likely to become subservient than salaried employees of the 
exchange. 

It might, however, be desirable for the exchange to employ a paid 
market reporter to gather information of actual daily sales and sub- 
mit this to the spot quotation committee, to be used in connection 
with information directly obtained by that committee. 

The basis of spot quotations in the New Orleans market was 
recently broadened by an amendment to the rules, adopted in 
February, 1908, by which any cotton sold in the New Orleans market 
on spot terms may be considered by the quotation committees instead 
of confining it to sales of factorage cotton in average lists varj'ing 
not more than a half grade either way, as described in Chapter II 
(see p. 81). By spot terms is meant a sale that shall be completed 
by the delivery of and payment for the cotton within seven days. 
A New Orleans factor said in this connection : 

It is possible to quote cotton sold at depot, provided the terras 
are the same as the terms on which factors sen their spots. We 
did that for the purpose of broadening the market if possible. 
As a matter of fact, so far it has not resulted in quotmg any- 
thing but the same cotton that we have quoted; but we wantetl 
to make a rule so that in case any other cotton could be examined 
for the purpose of quoting it, the committee would have the 
right and the authority to examine that cotton. You see there 
are times like the present when there is very little cotton sold 
from the factors' tables ; and what we wanted to do was to sub- 
ject as much cotton as we could under the rules to the inspection 
of the quotation committee. * ♦ * We do not want to quote 
anything that is going to affect our spot basis. * * * We 
will not tolerate anything that infringes on the power and tlie 
rights of the spot-quotation committee, because we want to get 
spots quoted right and to guard very jealously our rules and 
regulations in regard to them. At the same time we want to 
give the spot-quotation committee as much latitude as possible. 

While the old rule providing that only average lists varying not 
more than a half grade either way from the full grade quoted seems 
an eminently desirable one in that its object was to secure greater 
accuracy in quotations, there was the practical objection that the 
proportion of spot cotton in the New Orleans market sold in such 
lists as would come within the strict interpretation of that rule had 
decreased so heavily as to seriously narrow the basis for ascertaining 
quotations. 
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Another suggestion which has been advanced to meet the present 
dissatisfaction over quotations in the New Orleans market is the sub- 
stitution of f. o. b. transactions for those made over factors' tables as 
a basis for ascertaining differences to apply on contract deliveries of 
cotton. It is contended that the practice of basing spot quotations 
wholly on factors' sales originated at a time when the great bulk of 
the business in New Orleans — ^and, for that matter, in other southern 
markets — ^was handled through factorage concerns. In recent years 
the volume of factorage sales has decreased greatly, and instead a 
very large percentage of the cotton business is handled on f. o. b. 
terms. This f. o. b. business embraces not only sales of cotton re- 
ceived locally in New Orleans, but cotton which may be handled 
through any one of the great shipping ports. It is urged that by 
adopting f. o. b. transactions as a basis a vastly larger volume of 
transactions would be included, thus making it easier at all times of 
the year to arrive at fair and representative differences. 

As explained on page 105, in f. o. b. transactions cotton is deliv- 
ered at ship's side, and the seller in naming the price for such cotton 
aims to include the expenses incurred in thus getting the cotton 
alongside the vessel. In the case of cotton sold over factors' tables, 
on the other hand, the cotton is in warehouses in New Orleans. 
There are several objections to the use of such f. o. b. quotations as 
a basis for determining differences which shall apply on contract 
deliveries. The first of these is that f. o. b. cotton is not necessarily 
spot cotton. Such f. o. b. transactions, indeed, are frequently made 
for shipment many weeks ahead. It is to be understood, of course, 
that f. o. b. quotations for the current month, or at least for a very 
near month, would be used; but since even in the case of the current 
month such quotations in the early part of the month would repre- 
sent transactions some little distance ahead, and thus cover an inter- 
val during which a change in actual commercial differences might 
occur, the use of these quotations is open to some objection. A more 
serious objection is that vsuch f. o. b. quotations are frequently influ- 
enced by peculiar conditions, such as the date of the sailing of a 
steamer. Thus, a merchant who had an order to be filled at a given 
date and who would be compelled to ship by a given steamer might 
be willing to pay rather more for the cotton than a man shipping 
by the same steamer but who, in making his transaction, was not 
influenced by unusual considerations. Still again, f. o. b. quota- 
tions are usually specific as to length of staple and other special 
characteristics of cotton, so that it would be very difficult for a quota- 
tion committee in obtaining reports of prices to inform itself of all 
the various qualifications which might have a material bearing upon 
these prices. 
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A member of the New Orleans Cotton Exchange who favored the 
use of f. o. b. transactions as a basis for determining contract differ- 
ences said, in substance : 

It often occurs that quotations are wrong. Under the system 
employed here errors are to be expected. The system is wrong. 
The spot committee takes into account only the cotton sold over 
the factors' tables, and this cotton does not represent 10 per cent 
of that sold in this market. Cotton sold from sample at the 
presses is not considered; neither is cotton sold to arrive. All 
this cotton is sold in this market just as much as if passing over 
factors' tables. 

There are many days when not a bale of some grade or grades 
of cotton is sold at all, but the differences are quoted. The rules 
require quotations to be based on sales, and it is not right to quote 
prices on grades that have not had a sale. * ♦ * 

More than 2,000,000 bales of cotton are annually sold at this 
port, or on quotations for this port. It is absolutely wrong for 
this exchange to quote a market on probably not 100,000 bales a 
year. 

This proposed use of f. o. b. differences as a basis for settling con- 
tract deliveries is not, however, generally favored in the New Orleans 
market. Some of the principal objections to the plan are indicated 
in the following excerpt from a statement by a factor in that market : 

F. o. b. cotton almost all the time is hedge cotton ; it does not 
represent the actual spot value of the cotton on the market. And 
then another thing is this : Suppose that I bought a contract for 
May delivery and when May came I took that contract. If they 
gave it to me on f. o. b" differences, then I would have to dispose 
of that cotton on spot terms, because there would be no way I 
could get out of it on f . o. b. ; I have got the cotton on the spot, 
they have tendered it to me on f. o. b. differences, and I have 
got to dispose of that cotton on some other differences — spot 
differences. 

^ When the question came up about fixing differences and about 
quoting outside cotton last fall, I took a very decided stand 
against it, because I believe that our salvation down there is in 
preserving the predominance and the integrit}^ of our spot 
market, because our contract in theory is perfect. If a man buys 
a contract, the cotton is delivered to him on the basis of mid- 
dling, and he has to pay for it, not on some difference that has 
bi*en fixed some time ago, not upon some arbitrary difference on 
some other board, like an f. o. b. board, but he pays for that on 
the basis of what that cotton is actually worth in the market at 
the time (or six days beforehand), and that quotation is arrived 
at by the spot-quotation committee having some one look into 
the market and ascertain what the actual condition of the market 
was. 

While it is undoubtedly true that a much larger business is done on 
f. o. b. terms than on a factorage basis, the volume of factorage busi- 
ness in Xew Orleans is still probably sufficient to permit of accurate 



NEED OF IMPROVEMENT IN NEW ORLEANS QUOTATIONS. 835 

quotation of the various grades from day to day. If not, there is no 
insurmountable difficulty in the way of determining the actual spot 
market value for the regular grades of cotton on some other basis. 
It goes without saying that if there were no means of knowing such 
values it would be practically impossible to conduct business. Sales 
are made, and w^ith reasonable care and faithfulness on the part of 
committees it should be possible to ascertain the prices accurately. 

It appears doubtful whether any of the proposed changes in the 
basis of quoting cotton prices in New Orleans would in itself im- 
prove the accuracy of the quotations. It is not so much a question of 
organization or method as of care and faithfulness on the part of the 
individuals who do the work. The desired improvement in the ac- 
curacy of quotations at New Orleans and in other Southern markets 
can be largely secured under the present system if members of com- 
mittees fully appreciate their great responsibility and act up to the 
best of their ability. Such increased care on the part of quotation 
committees is imperatively demanded. A. repetition of even such oc- 
casional errors as have occurred in the New Orleans market is certain 
to result in continued criticism; and in proportion as such errors be- 
come frequent or pronounced, they tend to jeopardize the permanence 
of the system by encouraging movements favoring the adoption of 
arbitrary methods of establishing differences. It would be exceed- 
ingly desirable for all southern exchanges publishing spot quotations 
to impress upon those members serving on quotation committees or 
on arbitration boards the very serious nature of the evils which may 
result from carelessness or indifference in the performance of their 
duties. 



CHAPTER IX, 

PBOPOSED CHANGES IN METHODS OF ESTABUSHING DIFFER- 
ENCES AT NEW YOBE. 

Section 1. Duty of New Tork Cotton Exchange to adopt an equitable 

system. 

Confronted with the inherent inequity of the periodic-difference 
system and the unsatisfactory results of its actual employment, some 
advocates of that system have as a last resort taken the stand that the 
New York Cotton Exchange has the right to adopt such form of 
contract as it may choose,. and that operators, knowing the terms of 
sucli a contract, have no ground for complaint. The inference 
obviously is that operators in the New York future market, if 
dissatisfied, should trade elsewhere. This attitude, which is repre- 
sentative of the position taken by many members of the New York 
Cotton Exchange, is well brought out in the following statements. 

A former president of the exchange said : 

They buy these things with their eyes open, and when they get 
something they don't want, then they complain that the differ- 
ences should have been fixed so that they could buy them with 
their eyes closed. A man that buys a contract, and submits 
the determination of differences in grades to any third party, 
has got to stand by his contract and must be prepared to accept 
either a profit or a loss as a result. If he loses, he must not state 
that the system is wrong, but that conditions became such that 
under the system he lost money. On the other hand, if the con- 
ditions are' such that he ma-de a profit, he utters no complaint, 
because he thinks it was extraordmarily good luck. It is some- 
what similar to a man who ships cotton to Europe and insures 
it for 10 per cent more than its value, which is the custom of the 
trade. If the vessel is lost before the bills are accepted on the 
other side, he is in 10 per cent on his shipment; but if the bills 
had been accepted on the other side, and the vessel is lost, then 
the man to whom the cotton was consigned makes the 10 per cent, 
and the original shipper feels that the ship ought to have sunk 
while he held the papers. 

Another member said: 

The buyer and the seller both know what that contract is. 
They buy it knowing what the differences are, and therefore they 
should have a knowledge of what they are gfoing to get. The 
great commotion that has been made in this matter has l)een 
almost altogether from our most speculative houses. The South 
336 
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does not seem to realize the fact that in speculative markets the 
^eat majority of those who speculate are buyers. The out- 
sider that speculates is a buyer always. Where there is one 
seller working for a decline, I would not be at all surprised if 
there are twenty buyers for an advance. And if they make mis- 
calculations they must not blame it on the contract. Blame it 
on the condition of things. 

A buyer in the Mobile market said : 

Where the exchange publishes its action fully in any particular 
bearing upon the transactions under its rules, both parties to the 
contract have been put on due notice, and to neither of them has 
an injustice been done. 

The New' York Cotton Exchange officially took a somewhat similar 
position in its answer to a suit brought by Theodore H. Price against 
the exchange and the members of its classification committee individ- 
ually in 1907, as will be seen from the following excerpt from that 
answer : 

It results from these decisions that contrary to the contention 
of the plaintiff's counsel, even though all of the facts which he 
sets out are assumed to be true, that the business of the cotton 
exchange is not charged with a public use which would just if v a 
court of equity in stepping in and regulating its affairs. We 
have already snown that the mere declaration of the purposes of 
its incorporation contained in the act under which it was incor- 

§ orated does not impress it with a public use, and the ^owth and 
evelopment of its business and the extent to which it affects a 
large number of persons do not, in the absence of legislative reg- 
ulation, have that result. ^ 

The fact that the defendant exchange has a practical monopoly 
of the cotton business is referred to by plaintiff's counsel, but, as 
we take it, this is only one of the circumstances which would in- 
fluence the legislature in interposing to regulate its affairs. It 
does not in itself justify a court in attempting to do so. Until 
the legislature shall interpose, the effect of the decisions which 
we have quoted is that the exchange and its members may pro- 
ceed to transact its business exactly as they may elect. No duty 
arises^ either to the public at large or to individuals dealing with 
its members^ based upon the theory that it has made itself sub- 
ject to a public use,^ 

The question whether the plaintiff has any right as a member 
of the public has nothing to do with the question whether there 
is any privity of contract between the plaintiff and the exchange. 
Counsel appears, from his quotations from the by-laws, to con- 
fuse rights based upon p^iblic use and upon privity of contract. 
They have nothing; to do with each other, and we shall deal with 
the question of privity of contract in another point. 

Thus, in their final analysis, practically the only arguments of 
defenders of the periodic-difference system of the New York Cotton 
Exchange are, first, that the buyer has his protection in his ability to 

° Italics hy Bureau. 
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reduce the price of the contract to an extent sufficijent to offset errors 
in differences; and, second, that if he is not willing to accept the con- 
tract on the terms prescribed he should trade in some other market. 
The fallacy of the first contention has .been thoroughly exposed and 
need not be discussed further here. The second argument — that if . 
the buyer does not like the New York contract he should trade in 
some other market — while perhaps in keeping with the legal rights of 
contract, is one that does not commend itself to the consideration of 
the Bureau. It is a position that not even a merchant* doing a strictly 
private business would care to take, and, whatever may be its legal 
status, the New York Cotton Exchange is far from being a private 
institution in practice. New York, as the great financial center of 
the country, affords peculiar facilities for financing future transac- 
tions in cotton, which facilities a cotton merchant naturally may de- 
sire to take advantage of. Furthermore, many cotton merchants or 
spinners are practically forced to use the New York market because 
of financial connections. They are dependent upon banking interests 
in New York, some of whom are members of the New York Cotton 
Exchange, and they would not be allowed to hedge their transactions 
in spot cotton in any other market. Moreover, it is fair to raise the 
question whether the large southern banking centers could, in view of 
numerous other demands upon them, supply the capital necessary to 
handle all legitimate future business. 

A still further answer to this contention is found in the fact that 
the New York market, on account of its vast operations and its po- 
sition as a financial center, unquestionably exercises an important 
influence upon the entire cotton business of the South. It is not 
reasonable, therefore, for the New York Cotton Exchange to take the 
position that it can frame its contract and rules with utter disregard 
of their effect upon the cotton business of the rest of the world. The 
exchange consequently is under obligations to make its rules and 
regulations equitable and commercial. 

Section 2. Necessity of more frequent revisions based on commercial dif- 
ferences. 

It is clear, therefore, that the New York Cotton Exchange should 
abandon its present arbitrary system of holding but two revisions 
of grade differences yearly, and establish differences on the commer- 
cial basis (though possibly with some modification) ; this fact, despite 
the opposition of some members, is clearly recognized by a consider- 
able portion of the membership of the exchange. 

There are two principal questions to be considered — first, the fre- 
quency with which revisions should be made; and, second, the basis 
for ascertaining what the commercial differences at the time of re- 
vision really are. 
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With respect to the frequency of revisions, the most natural thing, 
in theory, would be to change the differences applicable on future 
contracts as often as commercial differences change in spot markets. 
It is quite possible that this method would prove the most satisfac- 
tory in New York, as it is in the New Orleans market. Such full re- 
adoption of the commercial-difference system is, however, pronounced 
impracticable by nearly all members of the New York Cotton Ex- 
change. Even those members who condemn the present system most 
severely argue that differences should be revised only at stated 
periods and that there should not be opportunity for revision every 
day. 

In support of such a modification of the commercial-difference 
principle it was urged that the New York market labors under pecul- 
iar difficulties which are not encountered in New Orleans and which 
justify some departure from an absolutely rigid application of the 
principle of commercial differences. In particular, it is argued that 
the distance of New York from the cotton belt is entitled to consid- 
eration. "While, as pointed out in Chapter VII, the shipper of cot- 
ton under a basis contract may fairly be compelled to bear the risk 
of changes in grade differences pending its arrival in the delivery 
market, the fact that a much longer time is ordinarily required to 
get cotton to New York than to New Orleans, which is in the heart 
of the cotton belt, tends to throw a rather heavier burden on the seller. 
In view of the difficulty under which New York labors in attracting 
a stock of cotton, it is urged that it would be no injustice to relieve 
the seller of part of this risk by continuing the practice of revising 
differences only at stated periods, provided revisions were made with 
reasonable frequency, so that the contract differences would at all 
times be substantially in line with the commercial differences. The 
further fact that the New York stock of cotton is as a rule carried 
for some time before being sold to spinners, whereas in New Orleans 
the stock is almost constantly changing, was advanced as another 
reason why revisions of differences might properly be limited to 
stated periods. 

A cotton merchant of Greensboro, N. C, in discussing this question, 
said : 

Conditions obtain in New York that do not obtain in New 
Orleans, in this way, that New Orleans is a natural cotton mar- 
ket, and it is just as natural for cotton to go to New Orleans 
as it is for the water to go down the Mississippi River. Cotton 
may or may not go to New York. There are two reasons 
for cotton ^oing to New York. It is the financial center of 
America, if not of the world, and it is the home of the largest 
cotton exchange and most influential body in that line of trade. 
Therefore, to always have in New York a reasonable stock of 
cotton acts as a balance-wheel, against the current of speculation. 
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* * * The cotton that goes to New York and is stored there 
for the purpose of becoming this balance-wheel that I have 
mentioned does not go there naturally, and therefore the stock 
is not shifting enough, it does not change ownership often 
enough, to make the arrangement of changing diflFerences daily 
or semi-weekly, as obtains in the other exchanges which are lo- 
cated in natural markets. * * * i think that the differences 
in New York should not be changed frequently. I think three 
times a year at most would be ample. 

Suggestion that revisions be held monthly. — ^A suggested modi- 
fication of the commercial-difference system which, it is argued, is 
consistent with the fundamental idea of that system would provide 
for monthly meetings of the revision committee. This plan is 
favored by only a minority of the members of the New York Cotton 
Exchange. In support of such a system of monthly revisions, it is 
argued that, although commercial differences occasionally change 
materially within thirty days, and although in any event such 
changes are not likely to coincide with meetings of the New York 
revision committee, nevertheless changes in commercial differences 
within so brief a period are in the great majority of instances un- 
important. Consequently, it is urged, disparities between the New 
York differences established under a system of monthly revisions 
and the commercial differences of southern markets would seldom 
become pronounced and could never continue long, and as a result 
disturbances in the parity between the spot and contract prices should 
not be serious. Furthermore, it is contended that the drift of the 
relative values of grades in the spot market can be fairly well fore- 
shadowed by deliverer and receiver alike for a period of only a 
month; so that, while either seller or buyer might be injured some- 
what as a result of disparities between the contract differences and 
the commercial differences, the risk would be small and fairly well 
divided. 

This suggestion for monthly revisions in the New York market, it 
may be noted, is favored by some southern cotton merchants as well 
as by some members of the New York Cotton Exchange. A cotton 
buyer of New Orleans said in this connection: 

Differences applying on delivery of cotton on contract should 
be as near as possible to the actual commercial differences pre- 
vailing in leading spot markets. Theoretically, our [the New 
Orleans] system of differences, which may be changed every day, 
is as nearly perfect as possible, but, practically, I think the fair- 
est contract that could be drawn up would be one that provided 
for monthly differences. In the first place, no material change 
ordinarily occurs in the period of a single month in the differ- 
ences between the principal commercial grades of cotton. Cotton 
merchants can usually foresee the drift of the spot market four 
weeks ahead. * * * Qn the other hand, the system of fixing 
differences for ten months or a year ahead is not a good method, 
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for it is impossible to say in November what differences will exist 
between various grades of cotton the next summer. I believe the 
New York market could use a system of fluctuating differences 
such as prevails in New Orleans at the present time, or a sys- 
tem of monthly differences such as I favor. This is a rather 
difficult question to pass an opinion on offhand, but I think it 
would be practicable. New York, of course, is not a logical 
cotton market. One effect of the application of such a system 
to the New York market would probably be to make that market, 
which is now susceptible to bear manipulation, rather more sus- 
ceptible to bull manipulation. Another effect would be that the 
contract at New York would be somewhat more valuable, as the 
contract price would go above the contract price at New Orleans 
instead of going below it, as it does at present ; that is, provided 
that the differences as established monthly in New York corre- 
sponded with the differences actually existing in the spot cotton 
markets of the world. 

A member of the New York Cotton Exchange, while favoring 
monthly revisions for the active half of the crop year (September to 
February), argued that differences should not be changed from the 
first of March to the first of September. He said that during the 
active part of the season there are so many buyers, and the selection of 
grades is so wide, that there is little danger that a s}\stem which per- 
mits of frequent revisions will be accompanied by serious abuses, but 
that in the latter part of the crop year sales do not occur regularly, 
from day to day, in many southern markets, while the stock in some 
markets becomes so seriously reduced that prices, especially for some 
grades, are often largely nominal, being based on such a trifling 
amount of business as not to be representative. 

As shown later, it is generally conceded that, should New York 
return to the commercial-difference system or to some modification 
of it, the differences ought to be established on the basis, not of local 
sales at New York, but of sales in southern markets. But it is urged 
that during the latter part of the crop year no proper basis for ascer- 
taining such differences could exist. 

It is true that stocks of cotton at numerous southern points do be- 
come virtually exhausted toward the end of the crop season, with a 
corresponding shrinkage in daily sales, and that at this period the 
stocks at some ports, particularly at New York, are often larger than 
the combined stocks of many interior markets. For this reason it 
is urged that it is unfair to allow transactions in perhaps a few 
hundred bales, or even less than 100 bales, at such interior points 
to govern the differences which control values of cotton in markets 
having the bulk of the stock. Furthermore, it is argued by some 
that there can be practically no change in commercial differences 
after the 1st of March, because the character of the crop is then a 
certainty. This argument leaves out of the question the factor of 
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change in demand for various grades. The fact, just alluded to, 
that it has been an almost regular occurrence for disparities be- 
tween the Xew York differences and the commercial differences in 
southern markets to become especially pronounced toward the very 
end of crop years, alone goes far to answer any arguments in favor 
of absolutely fixed differences during the period from March to 
September. At the same time, if differences in Xew York were to 
be established on the basis of an average of those in leading southern 
markets, it would be eminently proper to exclude, toward the end of 
the crop year, quotations for those markets in which transactions had 
become confined to scattered bales. It goes without saying that the 
price of 5 or 10 or 15 bales of cotton is not exactly representative of 
the market value of a particular grade, any more than the sale of 
5 or 10 shares of stock on the New York Stock Exchange is an 
accurate leflection of the market in hundred-share lots. 

Suggestion that revisions be held three or four times yearly. — 
A considerable number of members of the New York Cotton Ex- 
change, however, take the ground that not more than four revisions, 
and possibly not more than three revisions of differences should be per- 
mitted in any given year. There is considerable divergence of opin- 
ion among those who take this position as to just when such revisions 
should be held, some favoring a final revision in the late spring, 
while others contend that no revision should be held after the bulk of 
the crop has been moved, say, in January. In this connection it may 
be noted that the present board of managers of the New York Cotton 
Exchange, in the latter part of 1907, recommended an amendment to 
the by-laws by which one additional meeting of the revision commit- 
tee should be held in December of each year — making three in all (in 
September, November, and December) — with the further pro\asion 
that in case differences established at the meeting in December were 
unsatisfactory they should be submitted, on petition by 50 members of 
the exchange within ten days after the revision, to the board of man- 
agers for review. The proposed amendment also distinctly provided 
that the revision committee should be required to obtain from the 
cotton markets of Galveston, Savannah, Houston, Shreveport, New 
Orleans, Memphis, Montgomery, and Charlotte quotations of the 
various grades, including stained cotton, in time for the regular 
meetings of the conmiittee. A similar provision, it will be recalled, 
was in effect many years ago. 

This proposed amendment, which was lost on a tie vote, was as 
follows : 

Strike out section 07, and substitute the following therefor: 
" The committee on revision of quotations of spot cotton shall 
consist of seventeen members, representing the various interests 
of the exchange. At any meeting of this committee ten members 
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shall constitute a quorum. If no quorum of this committee can 
be obtained, the president shall appoint a sufficient number of 
members of the exchange to form a quorum. 

"The duty of this committee shall be to meet three times a 
year, namely, on the second Wednesdays of September, November, 
and December, at 3.30 o'clock p. m., and receive a report from 
the committee on spot quotations as to the state, of the market ; 
also suggestions or opinions from any member of the exchange 
regarding the revision of spot quotations, and a report from the 
superintendent of the exchange in regard to the grade differ- 
ences in the various markets specified hereinafter. Should any 
(lay appointed for a meeting of this committee fall upon a holi- 
day, the committee shall meet upon .the next business day. 

"It shall further be the duty of this committee to obtain from 
the cotton markets of Galveston, Savannah, Houston, Shreve- 
port, New Orleans, Memphis, Montgomery, and Charlotte quota- 
tions of the various grades, both white and stained, ruling in 
the markets named in time for the regular meetings of the re- 
vision committee as provided in this by-law. It shall be the duty 
of the superintendent to obtain such quotations ruling for a 
period of not less than one week prior to the meeting of the 
revision committee. The committee shall then, on the day of the 
meeting, consider the report of the committee on spot quotations, 
the suggestions and opinions presented by members, whether in 
writing or verbally, the reports received from the above-named 
spot markets as to the differences between grades in those mar- 
kets, and establish the differences in value orall grades, on or off, 
as related to middling cotton, which shall constitute the cliffer- 
ences at which grades other than middling may be delivered 
upon contract. 

" The report of the committee shall be announced from the ros- 
trum by the superintendent at the opening of the exchange on the 
day following its meeting, shall be .posted for five days upon the 
bulletin of the exchange, and shall be printed in the official circu- 
lar of the exchange. Such decision shall be final and become 
operative as herein provided. 

"All notices issued after a meeting of the revision committee 
shall be subject to the differences established at such meeting, ex- 
cept in the case of the December revision. 

" The differences established in December shall become opera- 
tive upon all notices issued on or after the Tuesday following the 
meeting of the revision committee. 

" The board of managers shall have the power to review the 
action of the revision conunittee taken at its Dewml)er meeting, 
and make snich changes as the board niay see fit in regard to the 
differences established by the committee, if called upon to do so in 
writing by at least fifty members of tlie exchange, such appeal to 
be submitted to tlie board at a meeting of tlie latter to be held for 
the purpose of considering such appeal on the Monday after the 
report of the revision committee has been posted on the bulletin 
of the exchange. At this meeting the board of managers sliall 
render its decision in regard to such appeal, stating what changes, 
if any, have been made by the board in the quotations of the re- 
vision conmiittee. Such decision shall be final, and shall become 
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operative on the day following' the meeting of the board of man- 
agers. At the opening of business on this day said decision shall 
be announced by the superintendent from the rostrum of the ex- 
change, posted lor ten days on the bulletin of the exchange, and 
printed in the oflScial circular of the exchange." 

Any suggestions for only three or four revision meetings a j'ear 
need not be seriously considered, since it is apparent from the experi- 
ence of the past that such infrequent revisions would necessarily in- 
volve a great deal of guesswork, and would be only slightly less arbi- 
trary than the present system. Commercial differences frequently 
change very materially within a period of less than three or four 
months, and it is altogether unlikely that, with only three or four re- 
visions a year, differences at New York would be kept in line with the 
actual commercial differences in large southern markets. This would 
almost certainly be the case if no revision were held later than Decem-, 
ber or January. 

Section 3. Suggested methods for ascertaining commercial differences. 

Not only is there great divergence of opinion as to the frequency 
with which revisions should be made in New York, but there is also 
similar diversity of opinion as to the proper basis for determining 
what are the commercial differences. A complete return to the com- 
mercial-difference system would involve not only the possibility of 
revision every day, but also the establishment of differences on the 
basis of the values of the respective grades in the New York nxarket. 
The volume of spot business at New York, however, as already shown, 
is so limited that it would be impracticable to revise contract differ- 
ences purely on the basis of local transactions. This position of the 
New York market, it is contended, necessitates the use of differences 
in spot markets of the South as a basis for determining the contract 
differences to apply in New York. Numerous suggestions were 
submitted to the Bureau, some of which may be briefly considered. 

Proposed establishment of differences by open outcry. — One 
suggestion for establishing contract differences in New York was that 
they should be fixed by open outcry on the exchange, virtually at 
auction, at the stated revision periods, whether once a month or 
of tener. Under this plan, bids and offers were to be made on the floor 
of the exchange by any members interested, for even-running cotton 
of each of the various deliverable grades. If sales were made, these 
would establish the differences; or if not, the bids and offers would, 
it was urged, provide a sufficient basis for establishing differences 
with reasonable accuracy. Differences thus established by open out- 
cry would hold until the next revision date ; the revision dates to be 
known in all cases in advance, so that all members of the exchange 
would have equal opportunity for representation or participation. 
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This suggestion has been very generally condemned as utterly im- 
practicable, on the ground that it would be an extremely easy matter 
to manipulate differences under such a system. The fundamental 
objection to this system is that differences so established would be 
based on more or less hypothetical considerations ; that is, upon what 
certain operators might offer to buy or sell cotton at, and not upon 
what cotton had actually sold at in the open spot market under 
normal competition, which is the basis in New Orleans. This objec- 
tion seems a vital one. It can hardly be doubted that under such a- 
system large operators, regardless of the justice or accuracy of their 
views, would have an influence much greater than that exerted by 
other members. It would be a far easier matter for operators to 
manipulate quotations on such stated occasions, when perhaps only a 
limited number of members interested in the spot cotton business 
would be present, than it is to manipulate prices of cotton in the spot 
market. In such a congregation of buyers and sellers, a few opera- 
tors might easily dominate the action of many others who, for various 
reasons, might not feel free frankly to express their real opinions. 

Use. OF AVERAGES OF SOUTHERN DIFFERENCES. — Another suggestion 
which is indorsed by some members of the New York Cotton IJx- 
change is that the revision committee or the superintendent of the 
exchange obtain the differences quoted in perhaps twenty leading 
southern markets in advance of the meetings of the revision com- 
mittee, and that averages of such differences be accepted by the New 
York Cotton Exchange as the differences which should apply on con- 
tract deliveries in that market. This proposition is condemned by 
others on the ground that it is impracticable to use an average of 
differences quoted in southern markets, because of errors in such quo- 
tations and because of variations in types in different markets. A 
cotton merchant at New York, in discussing this point, said : 

In the first place. What is the commercial difference between 
middling and low middling? What is the prevailing difference 
in the southern markets? AMiat was it this last season? The 
New York Cotton Exchange, before this revision, addressed 
letters to several of the exchanges in the South, asking them for 
tvpes and official quotations covering differences between mid- 
dling and the lower grades. Nearly all the answers were that, 
in the first place, they had no types, and, in the second place, the 
differences changed so much that they could not establish same 
except from day to day. That is what I contended all the time. 
People say the contract of the New York Cotton Exchange is not 
in hne with the commercial differences. I have never yet been 
able to get any definite answer from anybody as to what a com- 
mercial difference really is. In other words, I have been down 
South myself, and I have looked at lines of cotton in Memphis, 
and I said to the factor, '* What do vou call the grade of this cot- 
ton ? " He would reply, " Low middling." " Well," I said to my- 
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self at once, " These people down here call low middling anything 
that is not middling." Now, that cotton, as a matter of fact, ran 
down to ordinary. Cotton that could not be delivered on the New 
York contract, that factor called it low middling. Is it surpris- 
ing:, therefore, that in quoting low middling in Memphis they say 
it IS 200 points off middling down there, when here m New York 
the low middling standard is such that low middling can easily 
be sold at a half-cent below middling? In other words, as long 
as we have no uniform American standards and no uniform quo- 
tations in the southern markets for the higher or lower grades, 
it is absolutely impossible for the New York market to claim that 
it can establish commercial differences at a revision, because no 
2 men out of 100 will agree, in the first place, on what is low 
middling, and in the second place, what it is worth in the differ- 
ent southern markets. 

"While the above statement seems to exaggerate the divergence in 
ideas as to grade in southern markets, it must be admitted that this 
objection has some force. There undoubtedly is a decided lack of 
uniformity in the so-called standards or types in many southern mar- 
kets, and this is a consideration which would have to be taken 
account of if averages of southern quotations were adopted by New 
York as the proper basis for determining contract differences. It 
seems probable, however, that this difficulty could be largely over- 
come by the exercise of reasonable care. Errors due to variation in 
types should tend to counteract each other in case a considerable nutn- 
ber of markets were used in making up the average, and it would be 
entirely proper to exclude, in making up such averages, the quota- 
tions of the few markets which maintain standards radically differ- 
ent from those of the leading centers. 

Errors in quoting actual prices in a given market, however, are a 
more serious matter. Investigation, as already noted, shows that in 
some southern markets quotation committees have failed at times to 
appreciate the great responsibility placed upon them, and have per- 
formed their duties in a careless or perfunctory manner. However, 
many members of the New York Cotton Exchange conduct extensive 
operations in spot cotton in different markets, and are in a position 
to know with approximate accuracy the real values of the various 
gi-ades. By using such information in connection with prices from 
markets where quotation committees are careful to determine actual 
selling prices, it should *be possible to arrive at average differences 
which would prove reasonably satisfactory. In any such averages of 
southern prices, however, it is important that only representative 
markets be selected. As just suggested, it would be particularly neces- 
sary to exclude quotations toward the end of the crop year from cer- 
tain markets, where only scattering transactions occur at that time. 
In making up such an average, it probably would be desirable also to 
make some allowance for the relative volume of spot business tran>- 
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acted in the respective markets. It is hardly probable, however, that 
anything like a true average, allowing each market a weight corre- 
sponding exactly to the volume of business, need be computed ; in- 
deed, even a simple average of the respective markets without any 
regard to the volume of their business, provided discrepancies in 
grade standards were allowed for, sheuld be a very close approxima- 
tion to the real differences for the cotton market as a whole. 

Proposal for ascertaining southern differences by paid agents 
OF THE New York Cotton Exchange. — To meet objections to the 
use of averages of southern quotations, either on account of their 
alleged untrustworthiness or on account of known disparities in local 
classifications, the suggestion has been made that the Xew York 
Cotton Exchange station its own agents in several leading southern 
markets for the purpose of securing accurate and reliable quotations 
upon uniform standards. Under this plan, an attempt would be made 
to secure as such agents expert judges of cotton. Such agents 
would be provided with duplicates of the official standards of 
the New York Cotton Exchange. These experts would then be re- 
quired to report periodically the prices at whioh cotton exactly cor- 
responding to these New York types was sold in the respective mar- 
kets which they covered; these prices to be telegraphed on to Xew 
York and there used by revision committees in establishing contract 
differences. In fact, it was suggested that under this plan the revision 
committee could be abolished and that the superintendent of the ex- 
change, could strike averages of the differences reported by such, 
experts, these averages to be the official differences of the Xew York 
Cotton Exchange for settling deliveries on contract. If this plan 
were adopted, however, it would seem that, instead of taking a simple 
average of such quotations, some allowance should be made for the 
relative importance of different markets, in the manner already sug- 
gested, and this might necessitate the expert judgment of a revision 
committee. 

There is much to be said in favor of the employment of such sala- 
ried experts in southern markets by the Xew York Cotton Exchange. 
Objection has been raised that such paid agents might easily become 
subservient to a few large operators, and particularly so because, be- 
ing stationed at the South, they could not be so readily supervised as 
if they were in Xew York, or as are the local committees of southern 
exchanges. Against this objection there is to be placed the fact that 
other motives of self-interest which enter into the action of revision 
committees under the present system would be entirely removed, since 
such paid agents would, of course, be prohibited from dealing in 
cotton in any way whatever. 

The plan obviously leaves a great deal to the discretion of the ex- 
perts thus employed. At the same time, since these experts would he 
33222—08 24 
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familiar with the types of the New York Cotton Exchange, the prices 
reported by them should be much more satisfactory as a basis for 
determining contract differences for the New York market than are 
the quotations ordinarily published by southern markets, since in the 
latter case it is necessary to reconcile, as far as possible, divergences 
in local classifications. 

One member of the cotton exchange who advocated the employment 
of 'such paid agents, it should be stated, . contemplated that under 
such a system prices would be reported by these agents daily, or as 
often as changes occurred in the southern markets, and that the con- 
tract differences in New York based upon these prices would also be 
changed whenever a change was thus indicated in the commercial 
differences. This, it will be seen, comes very near to transplanting 
the commercial-difference system in its entirety to the New York 
market. It differs only in that, instead of taking the differences in 
the local market alone, an average for several markets would be used, 
and furthermore this average would be based upon prices quoted by 
agents of the New York Cotton Exchange familiar with its types. 
While much may be said in favor of such more nearly complete 
application of the commercial-difference system, it is not generally 
favored by members of the New York Cotton Exchange, who, as 
already shown, contend that changes in differences should be made 
only at stated periods. The plan of ascertaining commercial differ- 
ences through such paid agents would, however, be equally applicable 
if the revisions of differences were made only at intervals, say, of a 
month or a week. 

Section 4. Proposal for making contract differences permanent. 

In contrast with the various suggestions for more frequent revi- 
sions of differences based on the commercial differences of southern 
markets a considerable number of members of the New York Cotton 
Exchange and of merchants in other parts of the country advocate 
abolishing the revision committee and changes in differences alto- 
gether, and fixing differences between grades for settlement of 
contract deliveries once for all. This proposition, which a few years 
ago was condemned by nearly all members of the New York Cotton 
Exchange as impracticable, has been steadily growing in favor in 
that market, until it is now indorsed by a fairly large minority of the 
exchange. The chief argument in its favor is that it would forever 
do away with the factor of self-interest on the jDart of revision com- 
mittees, and thus eliminate one of the gi'eat evils of the periodic-dif- 
ference system. Instead of leaving the trade at the mercy of the 
whims or incompetence of a revision committee, it is urged that all 
would be placed on an equal footing, and that in case the differences 
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fixed did not at any given period correspond with the commercial dif- 
ferences in the open market both buyers and sellers would have a 
remedy in increasing or decreasing the discount in the contract price 
to correct any discrepancy. The differences being fixed, it is argued 
that the contract price would adjust itself or be adjusted as a result 
of the operation of such factors as weather conditions, demand and 
supply, and a score of others that need not be mentioned, and that in 
the process of such adjustment everyone would be put on an equal 
basis as far as the rules of the exchange were concerned. 

Two plans for permanent differences have been suggested. One is 
that absolute differences between middling and the other grades shall 
be established, and the other is that all grades other than middling 
shall be valued at a fixed i>ercentage of the value of middling. Under 
a system of permanent differences of absolute amount, of course, there 
would no longer be what might be called a normal parity between the 
contract price and the price of spot middling cotton, but the margin 
between these two prices would be constantly subject to fluctuation, 
both from season to season and from month to month or from day 
to tiay during any given season, as a result of changes in any of the 
numerous conditions which influence commercial differences. 

The principal argument in favor of permanent differences is well 
illustrated by the following excerpt from a statement by a merchant 
in the Boston market : 

If it were possible to arrange the grade differences exactly in 
accord with corimiercial values, we think the difficulty would be 
solved; but, for many reasons, we are convinced that it is not 
possible. The suggestion has been made that the average of spot 
quotations in a number of southern markets might be taken, but 
such quotations can not always be relied upon as genuine. If, 
then, a revision can not be made, say, every sixty days, absolutely 
based on real commercial values, we think it best to abandon 
revision entirely^ as has been suggested by some. The committee 
should not be peimitted to guess at what the differences are to be 
for ten months in advance. 

Ijet the differences be fixed as nearly as possible to accord with 
commercial values in a normal year (or an average of years), and 
let these differences remain fixed. Have them incorporated in 
the by-laws of the exchange, if need be, in such manner that 
they can not be changed except on long notice in advance. 

This, you may say, would not insure the stability of the rela- 
tive value of the contract, * * * as with a high-grade crop 
contracts would be worth relatively more than with a low-gi'ade 
crop. But the grade of a crop may Ix*. as well known to one man 
as to another, and we think the trade would readily adjust its 
ideas as to basis and there would be no other risk than is inevi- 
tably connected with anv business transaction involving the ques- 
tion of futurity. At all events, we think it would l)e far prefer- 
able to have this risk depend upon natural causes than on the 
whims of a committee. 
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Permanent differences used on New York Coffee Exchange. — 
In support of tills proposition, much stress is laid upon the fact that 
many years ago the New York Coffee Exchange adopted precisely 
such a plan to govern future dealings in the coffee market, and has 
continued it to the present time. The rule for revisions of differences 
between the various grades of coffee was abolished, and differences 
l)etween No. 7, the basis grade, and other grades were arbitrarily 
established oh a scale which provided for successive difllerences of 
one-half cent between the various grades above and below No. 7, 
respectively. It is claimed by advocates of permanent differences that 
this system has worked very satisfactorily on the New York Coffee 
Exchange. 

A member of the New York Cotton Exchange who advocates a 
permanent-difference system, in referring to the operation of that 
system on the coffee exchange, said : 

. We have had quite considerable experience in coffee, and we 
had the same trouble in coffee years ago that we are now having 
in cotton. We had these frequent changes. I remember that at 
one time we brought over coffee and the coffee market in New 
York, while not actually cornered, was at a comparatively high 
price, comparatively speaking, with the rest of the markets of the 
world. We bought 4,000 bags of coffee in Havre, predicating 
the importation on the differences existing in New York at the 
time we bought the coffee. When the coffee arrived they immedi- 
ately changed the differences to such an extent that instead of 
making money out of it we lost heavily. There were fights all 
the time on the coffee exchange for years and years — and the New 
York coffee market was a small market as compared with the 
rest of the world. There was very little stock here, and the mar- 
ket at times was liable to these manipulative tactics, to corners 
and depressions, quite unreasonable and uncalled for. The New 
York Coffee Exchange finally established fixed differences be- 
tween the grades, allowing so much on or off each grade as com- 
pared with No. 7, or rather so mucli on for each grade above No. 
7 and so much off for each grade below No. 7. That has been in 
practice now for upward or fifteen years, roughly sneaking, and 
the consecjuence is that the stock of coffee to-day in New York is 
bv far the largest stock of anv coffee market in the world. We 
hold at the present time from* 3,500,000 to 4,000,000 bags of cof- 
fecj with the consumption of the United States, say, 600,000 bags 
per month. We hold this stock all the time without the least 
difficuity; can borrow money on it at any time; can deliver it at 
any time, and there is absolutely no difficulty in holding these 
millions and millions of bags of coffee; that is, as a banking 
proposition. Now, it relieves the i)roducer immensely to have a 
market which is willing, at a certain price, to hold that, coffee 
out of the market ; and it relieves the consumer tremendously 
on the other hand because he knows that he can allow his stock, 
if he does not believe in the pric^e of coffee, to run down to prac- 
tically nothing, and that he can within from twenty-four to 
forty-eight hours replenish it from the port of New York. 



PERMANENT DTPPERENCES. 351 

On the other hand, there is reason to believe that the system is not 
an equitable one and that it may have contributed materially to the 
domination of the spot coffee market by a very limited number of 
conce.rns of great wealth. The fact of such domination of the New 
York coffee market can not be disputed. 

The Bureau has not attempted to investigate the merits of these 
opposing views as to the permanent-difference system employed 
on the New York Coffee Exchange because the coffee trade is essen- 
tially different in character from the cotton trade. In the first place, 
coffee can be graded by specific rules, and thus what has been one of 
the greatest sources of difficulty in the cotton trade is eliminated in 
the case of coffee. In the second place, coffee is used for almost a 
single purpose, as a beverage, and substantially under the same con- 
ditions everywhere, whereas cotton is put to a, great variety of uses. 
Owing to these and other considerations, the effect of permanent dif- 
ferences upon the coffee trade can not l3e regarded as necessarily rep- 
resentative of the effects of that system if transplanted to the cotton 
business. Moreover, as shown later, there are fundamental objections 
to permanent differences. 

Relative spinning values op various gradpjs of cotton. — ^The 
system of permanent differences especially on a percentage basis is 
defended by arguments that the relative values of the various grades 
from a spinning standpoint are substantially constant. This con- 
tention was advanced by a spinner of Boston as follows : 

There is a commercial spinning difference between each grade 
of cotton, and these differences should be recognized and 
adopted for all time instead of changing from tim^ to. time for 
speculative purposes. There is a value to every grade of cotton 
in spinning. We make entirely knit goods. When we were 
making cloth I experimented a good deal (m different grades of 
cotton to find out their value. I could use, say, low middling*, 
strict low middling, and middling cotton, and I made a great 
.many tests to see what the difference in value was for spinning 
purj)os(»s. ♦ * * The difference does not change so far as 
the mill is concerned. The difference changes as far as the sell- 
ing value is concerned. It does not change as far as the value 
to the mill is concerned, but it changes because certain mills can 
not use anything but certain grades. Of course, that difference 
would have to be a percentage; it could not be a fixed difference 
of so much a pound, because when cotton is 10 cents a pound, 
we will say, the difference })etween the two grades would be a 
half cent a pound; when it is 20 cents a pound, it has to be a 
cent. 

This assertion that there is a substantially constant relative value, 
from a spinning standpoint, betwetMi the various grades of cotton is, 
on the other hand, vigorously disputed; and, whether this contention 
be true or not, the inii)ortant fact remains that the relative market 
prices of the various grades are anytliing but constant. Were the 
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contention true, the logical result apparently should be a correspond- 
ingly constant relation between market prices, since, if low middling 
cotton were worth 90 per cent of the value of middling from a spin- 
ning standpoint, the moment the price of low middling fell below 
00 per cent of the price of middling it would be expected that spinners 
would stop buying middling and purchase low middling. A small 
margin would have to be allowed for the fact that changing from 
one grade to another involves some expense; but, allowing for this 
margin, it would be expected that the rule would hold. It is, how- 
ever, unnecessary to enter into an extended discussion of this point, 
since, as previously stated, cotton exchanges, instead of dealing with 
a theory, are confronted by the absolute fact that differences between 
grades are subject to a considerable measure of fluctuation. 

In discussing the question of relative spinning value, a member 
of the New York Cotton Exchange said : 

I think that is properly to be taken into consideration as prob- 
ably the most important single element to be considered. How- 
ever, that consideration taken alone would not, in my opinion, 
cover the whole case. I may illustrate that in this way: In Lan- 
cashire very great importance is attached to what are called 
" bright " yarns, and the relative value of bright yarns as com- 
pared with dingy or off-colored yarns is very high. Now, when 
you speak of spinning value, you commonly mean the relative 
percentage of waste that comes out of cotton. It is perfectly 
possible that you may have a difference of only 5 per cent in 
w aste, and a difference of 25 per cent in the market value of yarns 
in Lancashire, owing to this importance attached to bright yarns. 
Consequently, it would seem to me that there is a consi'deration 
that certainly ought to be given some weight. 

Practicability ot permanent differences based on percent- 
ages. — Even if the various grades of cotton had a fixed ratio of spin- 
ning value with respect to quantity and quality of goods turned out, 
this would not justify a system of differences fixed in absolute amount. 
Instead, as suggested in the statement on page 351^ it would require a 
system of fixed percentages of differences under which the absolute 
differences themselves would vary with the price of middling cotton. 
For instance, while with middling cotton at 12 cents, 3 cents off might 
be an eminently proper difference for good ordinary in some years, 
it is obvious that with middling cotton at 5 cents any such difference 
off* for good ordinary would, except under circumstances which are 
almost inconceivable, be ridiculously excessive. Under a system of 
permanent differences, therefore, very great injustice and disturbance 
would certainly occur unless a percentage system were used. It 
would be far more logical to provide that good ordinary, for example, 
should at all times l)e deliverable at, say, 25 per cent off middling, 
resulting in an absolute difterence of only IJ cents when middling 
fell to 5 cents. 
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There is no doubt that permanent differences established on a per- 
centage basis would, in the main, correspond much more closely to 
commercial differences than would permanent differences of absolute 
amount in cents per pound. To this extent a system of permanent 
percentage differences would be less objectionable than permanent 
differences of fixed amount. But the difficulty is simply reduced 
and not obviated by any such percentage system. Permanent differ- 
ences, even though based on percentages, would certainly, at times, 
differ materially from the commercial differences. The least study 
of spot-cotton prices will show that the prices of the several grades 
do not bear any fixed percentage relation to one another. A further 
practical objection raised against the percentage system is that it 
would involve numerous and complicated computations in settling 
future transactions. 

Objections TO permanent diffferences.— In fact, in whatever form 
it might take, a system of permanent differences would continue the 
evil which has been most serious under the periodic-difference system 
employed in Xew York — ^that of disturbances of the parity be- 
tween the spot and the future price. It is true that a permanent- 
difference system would do away with the danger of deliberate abuse 
of power for purposes of self-interest by members of revision com- 
mittees. Permanent differences, however, would almost certainly, 
at times, show pronounced disparities from commercial differences 
similar to those which have occurred under differences fixed period- 
ically by the Xew York revision committee. Commercial differences 
are constantly changing. The application of permanent differences 
to future contracts would, therefore, necessarily result in constant 
disturl)ance of the normal parity between the contract price and the 
spot price of middling cotton, and under abnormal crop conditions 
this disturbance would become exceedingly marked. 

As clearly shown in this report, this variability in the relation be- 
tween the contract price and the spot price of middling robs hedging 
operations of cotton merchants of safety and stability. The com- 
mercial-difference system is designed to eliminate, as far as possible, 
the element of speculative risk from the operations of hedging mer- 
chants; a permanent-difference system would, by its very nature, in- 
troduce enormous risk into such transactions, which are one of the 
most vitally important functions of the future system. The per- 
manent-difference system is, therefore, in direct antagonism to the 
accepted idea of the hedging function. 

A further objection to the permanent-difference system is that, like 
the periodic-difference system, it would continue the tendency of the 
New York market to attract tlie temporarily undesirable grades of 
cotton rather than a representative assortment. Under a system of 
permanent differences it is obvious that at times some grades would 
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be overvalued as compared with others. Consequently, there would 
be an inducement to ship to a market using the permanent-difference 
system those grades of cotton which for the time being were most 
overvalued; these, in most cases, would be the temporarily undesir- 
able or surplus grades. This inducement, however, would, as pre- 
viously explained, disappear when the readjustment of the contract 
price to the error had been completed. The result, as already pointed 
out, would be that such markets would in the main lend themselves 
to bearish manipulation. The fact that markets receiving only tem- 
porarily imdesirable grades would not attract spot buyers would also 
tend to facilitate such bearish manipulation of the future price. 

A further serious objection to permanent differences is that, unless 
the system were adopted by all markets, abnormal fluctuations in the 
contract price in the market using that system would frequently 
result in disturbing the normal relationship or parities among the 
great future markets themselves. Thus, the future price at New 
York, which imder normal conditions should rule somewhat higher 
than that at New Orleans, and which until recent years did so rule 
in excess of the New Orleans contract price, might be sent — ^as it 
actually was sent in the season of 1906-7 — to a very pronounced dis- 
count below the New Orleans contract price. Any such disturbance 
in what may be called the normal parity of contract prices in the 
three leading future markets is clearly imdesirable. 

This is particularly so because of the premium which it places upon 
unwarranted and artificial arbitrage operations. Ordinarily, arbi- 
trage operations result from the fact that prices in one market have 
temix)rarily become out of line with prices in another market, so that 
by buying in the lower market and immediately selling in the higher 
market there is an opportunity for reaping a quick profit. Such arbi- 
trage operations, as they are called, under ordinary circumstances, are 
not only proper but very desirable, in that they immediately tend to 
restore the normal relationship between the markets thus traded in, 
and thus to maintain a fairly constant equilibrium despite frequent 
fluctuations of a minor character. In such operations veteran and 
skilled operators and those of large means have an advantage over 
their smaller rivals, and to a considerable extent properly so, since 
arbitrage operations under ordina»y conditions can l)e conducted only 
by those in a position to know the conditions actually existing in dif- 
ferent markets at every moment, and who are also in a position to take 
instant advantage of their information. The possibility of large 
gains in such transactions is, however, limited where different markets 
operate under similar conditions, because the disparity in prices be- 
tween them can never become very wide. 

Under a system of permanent differences in only one market, how- 
ever, the disparities might be much wider and the consequent advan- 
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tage of large and skilled operators thus artificially increased. This 
is well illustrated by the tremendous profits which certain operators 
made in arbitrage transactions in the season of 1906-7, when the 
margin between the contract price at ])few York and that at Liver- 
pool became extraordinarily wide. It is true that the operations in' 
question hardly deserved to be called arbitrage transactions in the or- 
dinarily accepted sense of the word. As just stated, the qsual effect of 
arbitrage operations is to counteract the disposition of prices in dif- 
ferent markets to diverge to an abnormal extent, while in such arbi- 
trage operations between the Liverpool and the New York cotton 
markets in 190G-7 the effect was for a time the contrary, namely, 
to aggravate such divergence by hea\y selling of Xew York con- 
tracts, which were sent to an abnormally great discount, and by 
purchasing of Liverpool contracts, which ruled for some time at an 
unusual premium above New York contracts. The fact that such 
operations could be conducted over a long period on an extensive scale 
is in itself indisputable evidence that something was radically wrong 
w^ith the future system either in one or both of the markets. As a 
matter of fact, this abnormal situation was in considerable measure 
due to the improper revision at New York in November, 1906, which 
sent the contract price in that market to an abnormal discount. It 
can not l)e doubted that precist^ly similar situations would result from 
the adoption of permanent differences by the New York market 
alone, since under such a system it is certain that at times the New 
York differences would l)e very radically out of line with commercial 
differences. 

Still again, the permanent-difference system is objectionable in that 
it would certainly tend unduly to favor operators of large resources 
as against their smaller competitors. Of course, under any system 
operators of great resources or superior ability will have an advan- 
tage, by reason of their means of securing advance information of 
crop conditions or because of their superior skill in interpreting in- 
formation which is available to all alike. Such operators are prop- 
erly entitled to a reward for their superior ability or for their pains 
in securing information of actual conditions. It is, however, clearly 
undesirable and unjust to arbitrarily create such methods of trading 
as will increase the difficulties under which the mass of operators 
lal)or in ascertaining the effect of conditions upon the contract price, 
and thereby artificially increase the advantage the larger operators 
already possess. The establishment of permanent differences to 
apply on contracts is such an arbitrary practice and one the effect of 
which on the contract price can unquestionably l)e best foreseen by 
large operators of exceptional skill. 

The advantage which large operators would thus secure under a 
system of permanent differentvs is especially objectionable in the 
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case of hedging transactions. As so often stated, the object of hedg- 
ing is to enable the cotton merchant or the spinner to avoid risk 
as to the basis price of cotton. Under a proper working of the future 
system, all merchants, whether small or large, who thus use the mar- 
ket for hedging purposes are equally protected. Where, however, 
hedging operations are robbed of stability, as they must necessarily 
be where differences applicable on future contracts become out of line 
with commercial differences — which of course would almost con- 
stantly occur under a permanent-difference system — the small mer- 
chant is placed at a great disadvantage in hedging as compared with 
his more powerful and better informed competitors. To deliberately 
and unnecessarily adopt a system which would permit a few large 
operators to reap profits because of superior facilities for forecasting 
the effect of arbitrary differences upon the relationship betw^een the 
spot and the contract prices clearly is unjust. 

Arguments in favor of permanent differences are really based upon 
the assumption that commercial honesty and efficiency can not be ex- 
pected in a degree sufficient to permit of the establishment of correct 
commercial differences. In this respect the proposal of a permanent- 
difference system must he regarded as a weak evasion of the duties 
of the exchange. If, as so frequently urged, revision committees, 
or quotation committees, or arbitrators are more or less constantly 
biased, incompetent, or dishonest, there should be no serious difficulty 
in calling members of such committees or arbitration boards to ac- 
coimt. In this connection it may be justly charged against both the 
New York Cotton Exchange and the New Orleans Cotton Exchange 
that free criticism of the acts of officials and committees is not en- 
couraged. On the contrary, members of the exchanges who desire 
to institute reforms, and who have taken the matter up in any public 
manner, have frequently been subjected to severe censure or dis- 
cipline. This criticism particularly lies against the New York Cotton 
Exchange. By thus discouraging free criticism the exchanges have 
unquestionably erected a barrier in the way of reform movements. 
If members of a revision committee, or a spot quotation committee — 
or, for that matter, any other committee — are openly accused or se- 
riously suspected of abusing their trust, there should be no hesitation 
in ordering an investigation. If such investigation should show that 
charges of this charaeier were unfounded, this in itself would go far 
to prevent the repetition of baseless accusations. On the other hand, 
should such investigation develop proof of improper conduct, w^hether 
carelessness or dishonesty, speedy punislmient of the* offender could 
not fail to have a most salutary effect. This is the proper manner in 
which exchanges should deal with charges of improper establishment 
of differences. For an exchange to resort to an arbitrary and un- 
commercial system of permanent differences is to shirk its proi)er 
responsibilities. 
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Section 5. Condusioiifl. 

While, from the discussion presented in this report of the actual 
working of the present system of periodic differences in New York, it 
is clear that the adoption of the commercial-difference principle in at 
least its broad outlines is imperatively demanded in that market, it 
seems, in view of the arguments presented in this chapter, that some 
modification of the strict commercial-difference system as at present 
employed in New Orleans is reasonably justified in the case of New 
York. 

While a rigid application of the commercial-difference system 
would demand that contract differences be changed whenever a 
change occurred in commercial differences, it is a fair question 
whether a system of monthly revisions, if faithfully conducted, would 
not result in a reasonable protection. to both buyers and sellers, and 
in the maintenance of a substantially normal parity between the spot 
and the contract price. The fact, already noted, that New York is 
at a considerable distance from the cotton belt, thus subjecting the 
shipper of cotton to that market to a much greater risk of change in 
actual differences than he would incur in the case of a near-by market 
like New Orleans, is entitled to consideration, as is also the fact that 
the New York stock of cotton is ordinarily carried for some time in- 
stead of being at once shipped out to the trade. If differences were 
subject to revision at any time in New York, there can be no doubt 
that occasional injuries to certain interests would occur, and it is pos- 
sible that a system of monthly revisions carefully conducted would 
reduce injuries to as nearly a minimum as is likely to be reached un- 
der any system in a market like New York. As a concession to the 
peculiar position of New York, therefore, it may be desirable, at least 
for a time, to provide for revisions of grade differences only once a 
month. 

Although such a modification of the commercial-difference system 
may l)e permissible for the New York market, it by no means 
follows that a departure from a rigid application of the commercial- 
difference system would be desirable or warranted in the case of New 
Orleans. Instead, in a great spot market like New Orleans, there is 
no doubt that the proper method is to apply the current commercial 
differences on future contracts, even though tliese differences may 
change every day. 

One serious objection to a system of monthly meetings of the revi- 
sion committee is that when that system w as tried at New York from 
1888 to 1897 (monthly meetings being held throughout the active 
cotton season of each year) the committee very generally failed to 
revise differences in strict accordance with changes occurring in the 
spot inarkets. This fact was clearly brought out in Chapter IV. At 
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that time, however, changes in the commercial differeaces were less 
violent than they have been in recent years, so that this disregard of 
commercial differences by the New York committee did not cause 
serious disturbance in the parity between the spot and the contract 
prices. Nevertheless, it is clear that a system of monthly meetings 
did jiot insure proper revisions. In view of the intense dissatisfac- 
tion with the work of the revision committees which has occurred in 
recent years, however, even among meml)ers of the New York Cotton 
Exchange itself, it seems reasonable to hope that the resumption of 
monthly meetings would be accompanied by more faithful work on 
the part of revision committees. 

This object should also be furthered by the adoption of specific 
rules defining the basis on which differences should be established, 
instead of leaving the committee, as at present, wholly without stand- 
ards to which it is bound to conform. 

With respect to such rules for determining what the actual differ- 
ences are, it seems, whatever the frequency of revisions, that the 
plan for basing them on commercial differences in southern markets, 
as reported by paid experts employed by the New York Cotton 
Exchange, is among the best yet suggested. The complete re- 
adoption of the commercial-difference system in New York would 
involve the use of actual values fqr the various grades in that mar- 
ket, and it has been shown that, owing to the narrowness of the New 
York spot market, such a basis is impracticable. Consequently, the 
use of quotations for representative southern markets with projjer 
allowance for the relative importance of such markets is altogether 
w^arranted. If, on account of expense or other reasons, the emploj^- 
ment of paid agents is considered impracticable, differences could 
unquestionably be determined with reasonable accuracy from the 
published quotations of several of the largest southern markets, 
making allowances for variations in their ideas of classification as 
well as for their relative importance. 

Unquestionably a return to monthly revisions will be strongly op- 
posed by those members of the New York Cotton Exchange who at 
one time or another haje profited by the uncommercial and in- 
equitable system of infrequent revisions now in force. A system of 
monthly revisions would at once be condemned by such interests as 
absolutely impracticable; but the personal interests of such members 
should not be allowed ^o prevail over the general' public interest. 

As already stated, it has been suggested by some that a return to 
the commercial-difference system at New York, even in modified 
form, would really mean the destruction of the New York Cott^m 
Exchanffc, on the OTound that under that svstem New York would 
be unable to attract and nuiintain a sufficient stock of cotton as a 
reserve against its future business. The basis of this argument is 
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that if grade differences were exactly in accord with those in south- 
ern markets, New Yoi:k would not, in the first place, be able to at- 
tract cotton, and, in the second place, would not be able to hold it, 
l^ecause it would almost immediately pass into consumption. 

In answer to this objection, it is contended by others that New 
York, on account of its vast banking facilities, will always be able 
to attract surplus grades and thus to maintain a sufficient reserve 
against contracts. It is urged that New York instead of attract- 
ing surplus grades on a false basis, would, under the suggested 
modification of the commercial-difference system, receive them on an 
honest commercial basis and part with them on the same basis. 
Some claim, indeed, that the readoption of the commercial-difference 
principle might lead to the restoration of a large spot business at 
New York. This is a matter which need not be considered here, 
since, regardless of consequences to itself alone, it is the duty of the 
New York Cotton Exchange to maintain correct commercial princi- 
ples in the rules governing its future business. If the New York 
Cotton Exchange can not exist under such rules, it has no right to 
exist at all. 

It may be pointed out, in further answer to these objections, that 
for nearly twenty years the New York Cotton Exchange operated 
under the commercial-difference system, with opportunity for daily 
revision meetings, and that the New York market then did a larger 
business in spot cotton than it does to-day, while at the same time its 
dealings in contracts increased heavily. 

It is true that in the earlier period conditions were different from 
those now existing. For ten years longer, however, when conditions 
were substantially similar to those obtaining at the present time, 
the exchange continued to do an enormous business in contracts, and 
as large a business in spot cotton, under a system of monthly revisions, 
as it has transacted under the present system. The argument that 
business would be impossible under a commercial-difference system, 
therefore, is not sustained by historical evidence. 
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Commercial-difference system- 
abuses of, alleged 280,290 

general discussion 291, 295 

specific instances at New Orleans dis- 
cussed 296-312 

Liverpool, discussion of 312-317 

cotton exchanges, first employed on all. . 284, 285 

description of. New Orleans 79-85 

errors in differences, effeet limited 3l!8-n331 

possibility of prompt correction. 233, 

304,305,328-330 
See also Errors in differences, 
manipulation of spot markets under, al- 
leged 289-291 

difficulty of 291 , 2«2 

alleged in.stances at New Orleans 295-302 

margin Iwtween spot and contract prices, 

disturbances in, In.stanees of 176 

disturbances imnecessarily frequent in 

New Orleans 179 

See also Margin. 
New York Cotton Exchange, desirability 

of reestablishing ;i't4>-;«8 

former use by 8&-9a 

361 
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Commereial-diffprencG syatem, New York 
Cotton Exchange, modiflcations to 

adapt to local conditions 338^-344 

methods of ascertaining commercial dif- 
ferences, suggested 344-348, 357, 358 

workingof, 1880-1888 156 

objections to 267 

parity between spot and contract prices, 

statistics of effect on 171-175 

comparison with perlodic^ifferenoe sys- 
tem 175-180 

selling merchants, alleged disadvantage 

to 266-2tJ9 

disadvantage slight 272-276 

stock of cotton at New York, effect on 

of return to 358,359 

theoretical superiority of 284-288 

Ck>mmercial differences, open outcry, pro- 
posed establishment by 344, 345 

proper basis for contract differences 284-288 

southern markets, increase in, during fall 

of 1906 117,118 

comparison with New York differences, 

1906..... 126-129 

methods of ascertaining for New York 

Exchange, discussed 345-348 

September and November, 1907 165-168 

submitted to New York revision com- 
mittee, 1906 214 

alleged inaccuracy in quotations 128, 

129,217-220.222-226 

alleged lowering of standards 219,220 

See also (lood middling cotton; I>ow mid- 
dling cotton; (jood ordinary cotton. 
Committee on spot quotations, New Orleans 

Exchange, organization and duties of. 79-81 

alleged carelessness of 317-322 

need of greater care 331,335 

safeguards against abuse 330 i 

New York, relation to establishment of 

grade differences 86,89-00 I 

Committees. See Arbitration committw | 

on classlAcation; Classification com- i 

mittw; Revision committee. ' 

Conspiracy, alleged, in New York revision of I 

November, 1906 193-233 

Corners in future contracts, New lork, 

November, HK)6 227-229 

Cotton, exchanges not dealers in 56 

future trading, adaptability to 37-39 

origin of 39-42 

development of 55 

Cotton crop, damage to, after revision of 

November, llXXi 227 

damage to. In 1906 116, 117 

proportion of New York six)t sales to. 248,249 

total of, 1S70-HK)6 248,249 , 

Cotton exchanges, cotton, not dealers in. . . 66 

dates of establisliment 65 ' 

function of 55-59 

future contracts, dealing in 56 

options, dealing in. prohibited 47 

orj^anization of 55-59 

Totton factors, methods of l)nsiness 70 ' 

Cotton grower, periodic-difference system, 

alleged ten(iency to rai.se prices to.. 276-278 
discussion of tendency 278-2iS0 i 



Cotton merchants, differences, alleged ad- 
vantages of fixed, to 266-2t» 

discussion of 209-276 

hedging as protection to 48-^ 

New York revision of November, 1906, 

losses due to 141-145 

See also Hedging transactions; Spot-cot- . 
ton merchants. 
Craig, W. C, & Co., communication sub- 
mitted to New York revision commit- 
tee, November, 1906 207 

Craig, W. R., argument against revision of 

differences, November, 1906 225.226 

communication to New York revision 

committee, November, 1906 204-206 



Date of delivery, seller's option regarding. 09-100 
Defenses of revision of November, 1906. 

See Revision of November, 190l». 
Delivery, seller's option regarding date of. 99-100 

seller's option regarding grades 60, 273 

See also Tenders. 
Differences. See Commercial differences; 
Errors in differences; Grade differ- 
ences; Periodic -difference system; 
Pemument-differnnce systejn. 
Discount in contract price, buyers of con- 
tracts, effect on 102-109, 140-145 

conditions tending to increase 137, 138 

limited effwt of conditions 138 

correction of errors in grade differences by, 

fallacy of theory of 112, 113, 138-147 

errors in grade differences, effwt on 111-116 

usually incrt^ased by 114-116 

hedging transactions, effect of increase 

on iaH09, 140-145 

l.iveriH)ol, abnormal, 1906 and 1907 134-137 

New Orieans, instances of unusually 
wide 

spring on«>7 303,304 

August, 1907 307,308 

spring of 1908 309-312 

New York, course of, 1880-1908 149-168 

normal, reasons for 97-98 

revision of Novcml^r, 1906, alleged cor- 
rection of errors, by 138,139 

fallacy of theory of correction 140 

Increase followng. 121-126 

chiefly due to improper differences. . 126-132 

other attempted explanations 133-138 

losses due to 140-147 

sellers of contracts, effect on 108, 109, 275 

Sec also Maigin between spot and con- 
tract prices; Revision of November, 
1906. 



Baglc and Phenix Mills, report to New York 

revision committee, November, 1906.. 200 

Emery, H. C, quoted 45 

Errors in differences, conunerclal-dlfference 

• system, effect under, limited 328-^1 

conspicuous towarrl end of crop year. . . 161. 162 
eorn»etion of, by adjusting contract price, 

alleged 112,113,138,139 

fallacy of theory 140-147 
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Errors In dlfferaooei, dlaooimt In oootnct 

price luuaUy cauMd by 114>nd 

UverpooU aUoged. 1906 and 1907 312-317 

margin between spot and contract prices, 

effect on , 111-116 

New Orieana, alleged existence of. .. 294,317-322 

specific Instances discussed 296-212 

effect of, limited 328-330 

safoguards to prevent 330,331 

New York, instances, Tarioos 157-162 

Instances, ia91-1806 158 

instance in NoTember, 1903 233 

instance in 1907 167,168 

instance in November, 1906 .. . 119-148, 103-233 
parity between spot and contract prices, 

disturbance of by 111-114 

periodlc-dlfferpnce system, more serious 

and prolonged under 233 

premium In contract price seldom caused 

by 115-116 

spot^otton merchants, profits from — 260-261 
stock of cotton at New York, alleged 

policy regarding 251-253 

effect on 263-260 

surplus grades, tendency to attract to 

New York 264-266,258,250 

See alto Revision of November, 1906. 
Extension of certificate system. New York, 

proposed. 264,286 

Fixed-difference system. See Periodic-dif- 
ference system; Permanent-difference 
system. 

F. o. b. transactions, description of 105, 106 

parity between spot and contract prices, 

importance to 105, 106 

proposed use for quoting differences 333,334 

Future contracts, assortment of grades usu- 
ally delivered on U7-08 

"basis'' character of 60-€a 

basis contracts, distinction from speclflc 

contracts in relation to risk. 270,271 

binding character of 42-45 

deflni ti on of .-. 36 

development of trading in 55 

form of, at New York and New Orleans. . 60-61 

legaUtyof. 44-45 

New York and New Orleans only Ameri- 
can exchanges on which dealt in 50 

options, distinction from 46-48 

seller's option as to date of delivery 09-100 

surplus grades usually tendered on 98-99 

tenders on, increase at New York 263-26.') 

See also Q rado d i fforences ; Hedgi ng trans- 
actions; Prices of futurecontract8,otc. 
Future system, characteristics of commodi- 
ties adapted to 37-3y 

cotton, adaptability to 37-39 

cotton trade, origin in 39-42 

hedging by means of 48-54 

insurance against risks by means of 48-54 

speculation, importance of 54-55 

Galveston Cotton Exchange, communica- 
tion to New York rrvision committee, 

November, 1906 198 

method of quoting cotton prices 94 

33222-^8 25 



Page. 
Oeoxgia Cotton Company, report to New 
York revision committee. November, 

1906 200 

Good middling cotton, commercial diffei^ 
enoes at time of revision of November. 
1906 217 

commercial differences in southern mar- 
kets, fill of 1906 117,118 

commercial differences, September and 

November, 1907 165,167 

comparison of differences for. New York 

and New Orleans, 1800-1906 158, 184-192 

difference fixed by New York committee 

in 1903, complaint regarding 234-238 

differences for, at New York and southern 

markets. 1006-1908 126,128 

error in difference for, at New York, 1801. 158, 150 

1908 162 

Good ordinary cotton, commercial differ- 
ences at time of revision of November, 
1906 216,217 

commercial differences in southern mar- 
kets, fall of 1906 117,118 

commercial differences, September and 

November, 1907 165,167 

comparison of differences for. Now York 

and New Orleans, 1800-1906 158,160 

difference fixed by New York committee, 

November. 1906 120 

differences for, at New York and southern 

markets, 1905-1908 126-128 

at New Orleans, 1890-1908 186-192 

disparity in differences for, conspicuous . . 160 

errora in differences for, at New York, 1803- 

1896 160 

in 1906 216 

other instances » 157-163 

New Orioans, alleged error in differences 

for, September. 1907 305 

changes in differences, Mareh and Sep- 
tember. 1906 298 

Grade differences, arbitration committee on 

classification. New Orieans. duties of. 85 

arbitrators, duties in relation to. New 

Orieans 82, 83 

See also Arbitration of cotton. 

commercial values proper basis for deter- 
mining 284-288 

committee on spot quotations, New Or- 
leans, duties of 7^-81,84-85 

definition of 62 

Liverpool, method of establishing 91-93 

margin iwtween spot and contract prices. 

relation to, New York. 1800-1908. . . . 157-171 

New Orti^ns. method of establishing.. 68,79-85 

New York and New Orleans, comparison, 

1889-1907 157-162, 184-190 

New York, method of ostabiishing, de- 
scribed 85-91 

percentage adjustment, permanent, pro- 
posed for New York contracts 352,353 

objections to 353-356 

permanent, proposed for New York con- 
tracts 348-353 

objections to 353-356 



S64 



INDEX. 



Page. 
Grado difTeronces, risk of fluctuations In, 

property bomo by merchant 104, 106 

spinning values of cotton, relation to. . . 351-352 
spot^otton business, alleged use of fixed, 

in 283,284 

See alao Revision of November, 1906; Er- 
rors in differences; Commercial-differ- 
ence system; Commercial differ- 
ences; Periodic-difference system. 
Grades of cotton, assortment usually deliv- 
ered on contracts 97-98 

causes of variation in quality 62-63 

deliverable in lieu of middling 62 

difficulty in determining 64-66 

names of 63-64 

Now Orleans, range deliverable on con- 
tracts 61-62 

types of 66 

New York, range deliverable on contracts. 71-72 

types of 73 

sales of spot cotton on basis of official 

grades 70 

sjilnnlng values in relation to differences . 351 , 352 
surplus, chiefly tendered on future con- 
tracts «^99 

tinged and stained cotton described 64 

types of 66,73 

Gruner & Co., Siegfried, commimlcation to 
New York revision committee, No- 
vember, 1906 303,204 

iflawley, F. B., communication to New York 

revision committee. No veml)cr, 1906.. 209 
Heathy M. C, communication to New York 

revision committee, November, 1906.. 209 
Hedging transactions, cotton exchanges, 

facilities for , 59 

description of 48-iM 

illustrations of 49-68 

importance of 53-54 

New Orleans Cotton Exqhange, superior- 
ity for 178, 179 

parity between spot and contract prices, 

importance of ♦ 102-100 

permanent differenci^s, injurious effect of 358, 356 
re\'ision of Novcml>er, 190(), losses on, due 

to 140-1 45 

transfer of hedges from New York re- 
sulting 147-148 

Stc also I3uylng hedges; Selling hedges, 
lioopt^r, R. H., & Co., conmiunication to 
New York revision committee, No- 

vemlxjr, 1906 210 

House of Representatives, resolution con- 
cerning investigation 35 

Houston Cotton Exchange, commerciiil dif- 

ferenees existing in fall of 1906 117. 118 

communication to New York revision 

committee, Novemt)cr, 1906 199 

method of quoting cotton prices 94 

Hubbard, S. T., statement of 168 

India, alleged effect of large crop In, 1906 134 

Inman, Akers & Inman, report to New York 

re\'isi on committee, November, 1906.. 200 
Inspection buretiu, Now York Cotton Ex- 
change 70-76 
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Inspection fund of New York Exchaoge 77-78 

Investigation, scope of 35,36 

Irwln p. Williar, case cited 44 

Judson, W. H., communication to New 
York revision committee, November, 
1906 aos 

King, William v.. letter of liB 

I«amar, L. & E., report to New York revision 

committee, Novemlwr, 1906 200 

Legality of future contracts 44-45 

Lesser-Goldman Cotton Company, report 
to New York re\'ialon committee, No- 
vember, 1906 199 

Little Rock Board of Trade, method of 

quoting cotton prices 95 

report from, to New York roWsion com- 
mittee, November, 1906 199 

Liverpool, future trading, origin of 41-42 

Liverpool Cotton Association, arbitration 

of cotton, result of appeals from 324 

method of . , 91-93 

alleged abuses 312-317 

classification of cotton, methods of 92 

delivery dates 9^100 

discount in contract price, abnormal, 1906 

and 1907 134-137 

disparity between prices for spot month 

and distant deliveries 313^16 

grade differences, method of establishing. 91-93 

manipulation of differences, alleged 312-317 

margin lx)tween spot and coh tract price, 

1904-1908 135,136 

disturbances in 136, 137 

staple length, allowances for 93, 136,313 

tenders of cotton on contract 264 

Loans on cotton, alleged advantage of 

periodic-difference system regarding 280-282 
Loeb, Herman, communication to New- 
York revision committee, November, 

1906 " 199 

Losses of cotton merchants and others due 

to revision of November, 1906 141-147 

Low middling cotton, commercial differ- 
ences at time of revision of November, 

1906 215,216 

commercial differences in southern mar- 
kets, fall of 1906 117,118 

alleged inaccuracy 217-220 

commercial differences, September and 

November, 1907 166,167 

comparison of differences for, New York 

and New Orleans. 1890-1906. 158,184-192 

difference fixed by New York revision 

committee, November, 1906 120, 196, 197 

differences for, at New York and southern 

markets, 1906-1908 128,127 

errors in differences for, at New York, 

1893-1805 leo 

in 1906 119-121,215-216 

other instances , 157-163 

error In differences for, New Orleans, 

September, 1907 306-308 
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Pa«e. 
Low middling cotton,ch&ngeB in differences, 

March to September, 1906, New Orleans 298 
September, 1907 305 

dlcFadden, G. U., letter of, concerning New 

York stock of cotton 267 

comment on, by 258 

BicFadden, G. H.. & Bro., letters of. 
concerning New York revision com- 
mittee 87-88 

Macon, Ga., report from, to New York re- 
vision committee, Novemlwr, 1906 200 

Manipulation of grade dlfleivnces. alleged 
opportunity nnder commercial-differ- 
ence sy 8 tem 289-291 

difficulty of 291-294 

specific instances at New Orleans, dis- 
cussed 295-302 

Liverpool, alleged 312-317 

Margin between spot and contract prices, 

conditions tending to disturb parity . 137, 138 

limited effect of conditions 138 

correction of errors in grade differpnoes 

by adjusting, fallacy of theory of 112, 

113,138-147 
disturbance of normal parity, effect of. . . 104, 

106,111 
errors in grade differences, discount in 

contract price usually caused by 114-116 

effect on 111-116 

f . o. b. transactions. Importance of parity 

to 106,106 

hedging transactions, importance of 

parity to 102-109 

Liverpool. 1904-1908 135 

disturbances of 134-137 

New Orleans, instances of unusual dis- 
turbance 176,299,303,304,307-312 

1905-1908, by weeks 130-132 

1S8O-1908 171-176 

comparison with New York 175-180 

disturbances unnecessarily frequent 179 

New York and New Orleans, comparison 

of , 1906 and 1907 129,130 

New York, 1906-1908, by weeks 124-126 

increase of, after November, 1907, revi- 
sion 167,168 

narrowing of, September, 1907 166 

course of, 1880-1908 149-167 

relation to grade differences 157-162 

effect of revisions of 1907 163-109 

summary regarding 1(59-171 

comparison with New Orleans 176-180 

parity, importance of maintaining nor- 
mal 101-111 

premium in contract price, causes of 179 

errors in differences not likely to cause 115, 116 

New Orleans, instances 179, 299 

reasons for normal existence of 97-98 

selling hedges, effect of disturbance of 

parity on 108, 109, 275 

speculators, importance of parity to... 109-111 
spinners' call contracts, importance of 

parity to 10(i, 107 

See also Discount in contract price. 
Marsh, A. R., quoted 41-42, 132, 250 
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Memphis Cotton Exchange, commercial 

differences existing in fail of 1906. . . . 117, 118 
communication to New York revision 

committee, November, 1906 200 

method of quoting cotton prices 94 

Merchants. See Cotton merchants; Spot- 
cotton merchants. 
Middling cotton, basis grade in future con- 
tracts 60-62 

characteristics of 64 

See also Spot price of middling cotton; 

Margin Iwtween spot and contract 

prices. 

Milne, James* T., communication to New 

York revision committee, November, 

1906 202 

Minutes of New York revision committee, 

November, 1906 195,196 

Mobile Cotton Exchange, commercial dif- 
ferences existing in fall of 1906 117, 118 

method of quoting cotton prices 96 

Monier, J. C. communication to New York 

revision committee. Noveml)er, 1906. . 210 
Montgomery, Ala., report from, to New 
York revision committee, Noveml)er, 
1906 200 

Natchez Cotton Merchants Exchange, 

method of quoting cotton prices 96 

New Orleans Cotton Exchange, arbitration 

committee on classification, duties of.. 66,85 
arbitration of cotton, appeals from, re- 
sults of 323.324 

appeal, opportunity of buyer and 

seller: 330, 331 

instances of alleged abuse 300-302 

irregularcotton, difficulties regarding. 322-325 

methods of 67-60, 82, 83 

arbitrators, .duties in relation to grade 

differences 82, 83 

classification of cotton, methods of 66-70 

committee on spot quotations, organiza- 
tion and duties of 79-81 

communication to New York revision 

committee, Noveml)er. 1906 199 

criticism by memlwrs, desiral)ility of Inn*. 356 

date of organization 56 

delivery dates 99 

discount in contract price, instances of un- 
usually wide- 
spring of 1907 303,304 

August. 1907 307,308 

spring of 1908 309-312 

errors in differences 294-312 

effects of, limiWd 328-330 

safeguards to prevent 330. 331 

f.o.b. transactions, proposed use for quot- 
ing diffenmces 333,334 

future contracts, form of 61 

grade diffeK>nces, 1800-1908 158. 186-192 

comparison with New York 157-162 

fall of 1906 117,118 

method of establishing 79-85 

See also Spot prices. 

grades, typt^s established for Wi 

certain, not denverahlo on contruet 09 

hedging operations, advantage in 178, 179 



866 



IKDEX. 



Page. 
New Orleaiu Cotton Exchange, manipula- 
tion of prices of spot cotton, alleged. 289-291 

difficulty of 201^294 

specific instances discussed 296-^02 

niaigin between sx)ot and future prices, 

1905-1908, by weeks 130-132 

1880-1908 171-180 

disturbance, instances of. 176,308,304,307-312 

unnecessarily frequent 179 

options, dealing in, prohibited 48 

price of future contracts, average monthly, 

1900-1907 , 181 

mean, monthly, 1880-1908 172-175 

range of prices and range of daily av- 
erages 182, 183 

spot price of middling cotton, changes In, 

1900-1908 189-192 

ttrst day each month, 1890-1900 186-188 

mean, monthly, 1880-1908 172-175 

spot prices at New York, improper quota- 
tion of 244,246 

spot prices of cotton, manipulation to 

affect contract differences, alleged. . 289-302 

method of quoting 79-81, 84, 86 

proposed changes in method of quot- 
ing 331-335 

alleged carelessness In quoting 317-322 

alleged misquotation 294 

specific instances of misquotation dis- 
cussed 217-220,295-312 

possibility of prompt correction of 

errors 328, 329 

safeguards against misquotation 330, 331 

need of greater care in quoting 331-335 

standards, alleged lowering in November, 

1006 219, 220^ 

staple length, allowances for 1 83-84 

tenders of cotton on contract 264 

New York, spot-cotton market, disad- 
vantage as 249-261 

stock of cotton at, alleged overvaluation 

of grades to maintain 251-260 

limited effect of such overvaluation.. . 253,254 

effect of difference system on 249-260 

surplus character 254-260 

effect of arbitrary differences In aggra- 
vating surplus character 258, 259 

depressionof contractpriceby, alleged. 261-266 
New York Coffee Exchange, use of per- 
manent-difference system by 361 

New York Cotton Exchange, certificate sys- 
tem 76 

classification of cotton, method of 70-79 

liability for correctness 77-78 

commercial-difference system, desirability 

of reestablishing 336-338 

modifications to adapt to local condi- 
tions 338-344 

methods of asci^rtalnlng commercial dif- 
ferences, suggested 344-348, 357, 368 

former use by 89-90 

stock of cotton, effect of readoptlon 

on 368,359 

workingof. 1880-1888. .' 155 

commercial differences, local market, un- 
satisfactory'^ character of 344, 358 
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New York Cotton Exdiange, committee on 
spot quotations, relation to establiah- 

ment of dlflerenoes 86,89-90 

comer in contracts, November, 1906. 224,227-229 
cotton growers, alleged tendency of fixed- 
difference system to raise prices to. 276-278 

discussion of tendency 278-280 

criticism by members, desirability of free. 356 

date of oiganlzatlon 55 

delivery dates 99 

discount in contract price, course of, 1880- 

1908 149-168 

future contracts, form of 60 

future trading on, origin of 40-^ 

grade differences, 1689-1907 157, 184, 185 

comparison with New Orieana 157-162 

method of establlstiing 85-91 

desirability of changing method.... 336-^38 
frequency of revisions, discussion of. . 338-344 

monthly revisions, suggestion of 340-342 

commercial, desirability of following. . 336 
methods of ascertaining commercial, 

suggested 344-348,357,358 

grades of cotton, deliverable on contract, 

list of 71-72 

type standards of 73 

lnsx)ectlon fund 77-78 

maigln between si>ot and contract price, 

1880-1908 149-157 

disturbance under periodic-difference 

system 155-157 

relation to grade differences 157-162 

effect of revisions of 1907 163-168 

summary regarding 169-171 

comparison yriih New Orieans 175-180 

middling cotton, alleged artificial spot 

quotations 246.247 

objects stated in charter 57 

options, dealing In, prohibited 47 

permanent differences, proposal of 346-353 

objections to 353-356 

argument based on relative spinning 

values 351-652 

percentage valuation of grades 352-353 

Price, Theo. H., answer to suit of 337 

price of future contracts, alleged artificial 

depressionof 261-265 

method of quoting on. 37 

monthly means , 1880-1908 149-153 

weekly, 1905-1908 125-126 

revision committee, oiganisation and du- 

tlesof 85-«» 

revisions of differences, September and 

November, 1907 163-160 

effect on discount in contract price . . . 166-168 
spot-cotton merchants, alleged clique of. 238-240 

spot business, decline in 247-249 

causesof 249-261 

possibilities of increasing 2S0, 2M 

See alio Stock of cotton at New York, 
spot prices of cotton, effect of periodks-dif- 

ference system on quotation 242-247 

middling only quoted 243 

monthly means for middling, 1880- 
1908 ? 149-153 
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New York Cotton Exchange, spot prices of 
cotton, weekly, for middling, 1905- 

1908 125,126 

tenders of cotton on contract. Increase in 2ti3-2l)5 
See aUo Revision of November, 1906, 

Norfolk and Portsmouth Cotton Exchange, 
communication to New York revision 
committee, November, 1906 199 

November, 1906, revision. See Revision of 
November. 1906. 

Options, definition and description 40-48 

distinction from future contracts 46 

prohibited on leading exchanges 47 

Oiganizatlon of cotton exchanges 55 

Parker, James H., statement of 1C4, 165, 168 

Pensentage system of grade differences . . . 352-353. 
Periodic-difference system, aversges of dif- 
ferences for long periods, fallacy re- 
garding 170 

borrowing on cotton, alleged advantage 

regarding 280-282 

buyers of contracts, disadvantage under 260-276 
commercial differences, disparity from 

frequent 100, 170 

cotton growers, alleged tendency to raise 

prices to 276-278 

discussion of tendency 278-280 

defenses of 286-284 

description of, New York 85-91 

economic laws, interference ^ith 284-288 

errors in differences, conspicuous toward 

close of crop years 101, 1G2 

more serious And prolonged under 233, 329 

See al»o Errors in differences, 
forecasting future differences, impossl- 

biUtyof 226 

loans on cotton, alleged advantage re- 
garding 280-282 

New York Cotton Exchange, duty to 

change methods 336-338 

parity between spot and contract prices, 

stetlstics of effwt on 149-171 

comparison with commercial-differpnce 

system 175-180 

sellers of contracts, advantages under . 266-269, 

274-270 
spot-cotton business, aUeged advantage in 

conducting 260-209 

sellers only considered in argument. . . 269 

disadvantage to buyor 270-270 

alleged use of fixed differences In 283, 284 

8i>ot price of cotton, alleged tendency to 

increase 276-278 

discussion of tendency 278-280 

effect on quotation of 242-247 

stock of cotton at Now York, effoct on . 249-2ri0 
supply and den^and, defiance of law of.. 2S5-2,SH 

theoretical absurdity of 284-2X8 

tinged and stained cotton, sp«'ial dilfi- 

culty regarding 325-328 

Permanent-differenco sysU^ni, effect of on 

hedging tran8iu?tions 353-356 

proposed for New York Cotton Ex- 

ctiange :M8-353 

objections to 353-3.% 

percentage systinn 352. 353 

relation to arbitrjipi* tnuifuu'tioiia 354-355 

ase of on New York Coffw^ Kxcliange 351 



Page. 
Premium in contract price, errofs in grade 

differences not likely to cause 11M16 

New Orieans, instances of 179,299 

Price, Theo. H., answer of New York Cotton 

Exchange to suit of "^ 337 

Prices of future contracts, inactive months, 

nUiability of quotations 154 

Liverpool, disparity between spot month 

and distant deliveries, 1906 and 1907. 313-816 
mean of highest and lowest quotations, 

trustworthiness of 153, 154, 180-188 

method of quotation 37 

New Orleans, monthly averages, 1900-1907 181 
range of prices and range of dally aver- 
ages by months 182, 183 

monthly means, 1880-1906 .^ . 172-175 

weekly, 1905-1908 130-132 

New York, 1880-1908 150-153 

wpclcly, 1905-1908 125-126 

ordinarily l)elow spot middling 97-98 

stock of cotton at New York, alleged use 

of in depressing 201-206 

See also Discount in contract price; Mar- 
gin between spot and contract prices; 
Revision of November, 1906. 
Prices of spot cotton. See Spot prices of 

cotton. 
Protests against cotton tendered at New 

Orieans 60 

Puts, definition of 46-47 

<luality of cotton, injury to. in 1906.. 116,117,227 

Quarter grades of cotton 71-72 

Quotations. See Price of future contracts; 
Spot prices of cotton. 

Resolution regarding investigation 86 

Revision of Novemlwr, 1906, at New York,at- 

tempt to forecast future differences. 224-226 

charges of improper motives 193, 194 

commercial conditions, failure of com- 
mittee to recognize 116-119 

commercial differences in southern mar- 
kets', submitted to committee 214 

alleged inaccuracy 217-220,222-226 

alleged lowering of standards 219, 220 

personal knowledge of members regard- 
ing 220,221 

increase In 116-119 

committee on spot quotations, absence of 

report from 213 

communications presented to commit- 
tee 203-21 3 

communications from southern markets 

pn'sented 108-203 

conclusions as to committee's action . . .-. 232,233 

conspinicy in, alleged, discussion of 193-233 

corner in Noveml)er contracts, alleged 224, 

227-229 
cotton crop, injur>' to. . 110,117,222,223,225,227 

differpnces fixed by committee 119-121,215 

disparity from comroerdai differ- 
ences 126-129 

discoimt in contract price following 121-126 

chiefly due to Improper differences 126-132 

other attempted explanations 133-138 

errors in differences, alleged automatic 

correction 138-140 

Xalittcy of argument 140-147 
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Revision of November, 1906, at New York, 

expectation of widening of differences . 119 
explanations of members of committee . . 222-229 
good ordinary, commercial differences at 

time of 218,217 

hedging transactions, resulting losses 

in 140-145 

transfer from New York market caused 

by 147-148 

high grades, commercial differences at 

time of 217 

information before the committee 197-212 

analysis of 213-217 

injury to crop after revision, alleged 222, 

223,225,227 

losses due to 140-1 47 

low middling, commercial differences at 

time of 216,216 

maintenance of stock of cotton considered 

In 221,222 

market interests of memliers of com- 
mittee 229-233 

statements of memljers regarding 230-232 

minutes of meeting 195, 196 

price of future contracts, effect on 121, 122 

speculators, losses of, caused by 145-147 

vote of membe rs 194-197 

Revision of November, 1903, New York, 

charges of abuse in 233-238 

differences fixed by committee 234 

protest of minority of committee 234-238 

Revision committee of New York Cotton 
Exchange, abuse of power, allogod, fre- 
quent 238-241 

establishment of 89 

explanation of members regarding revi- 
sion of November, 1906 222-229 

market interests at time of revision of 

November, 1906 22&-233 

statement of members regarding 230-232 

meetings, changes in frequency of 90-91 

frequency of, discussed 338-^344 

monthly, suggestion of 340-342,357 

proposed additional, in December . 89,342,343 
inactive season, desirability during. . . 341,342 

held only twice annually 85-86 

report of 1801 regarding frequency of. . . 169 

membership of, 1901-1906 239 

November, 1903, chaiges of abuse in revi- 
sion of 233-238 

organization and duties of 85-89 

protest of minority of, 1903 234-238 

revisions of September and November, 

1907 163-169 

effect on discount of contract price . . . 166-1G8 

rules regarding action, absence of 86-80 

former, described 90,91 

s]>otrcotton merchants,, alleged clique 

dominating 238-240 

stock of cotton at Now York, alleged at- 
tempts to maintain 261-260 

See also Revision of Novemljer, 1906. 

Risk, insurance against, by hedging 48-54 

Roman, Sigmund. report to New York re- 
vision committee. Novemlwr, 1906 200 

Sales of spot cotton. New York, 1876-1908. . 249 
Samples, selling of cotton by 70 



Paea 
Sanders, Orr & Co., report to New York re- 
vision committee, November, 1906.... 201 
Savannah, losses of merchants from New 

York revision of November, 1906 141 

Savannah Cotton Exchange, method of 

quoting cotton prices 96 

Schaefer, Henry, argument against revision 

of differences, November, 1906 226,226 

communication to New York revision com- 
mittee, November, 1906 203,2D4 

Scope of investigation 35-36 

Sellers of future contracts, advantages over 

buyers 269-276 

effect of disturbances in margin on. 108, 109,275 
option regarding grades delivered. Impor- 
tance of 60,273 

option as to date of delivery 99-100 

Selling hedges, commerdal-diflerenoe sys- 
tem, disadvantage under, alleged. 266-20) 

disadvantage slight 2T2-276 

illustration of SDSl 

parity between spot and contract prices, 

effect of disturbances 108,109 

periodic-difference system, advantage 

under 266-269,273-276 

Selma, Ala., report from, to New York re- 
vision committee, Nowmber, 1906.... 200 
Selma Cotton Exchange, method of quoting 

cotton prices 97 

Short selling, definition of 36 

Shreveport Cotton Exchange, method of 

quoting cotton prices 97 

Shreveport. La., report from, to New York 

revision conunlttee, November, 1906.. 199 
Southern markets, commercial differences 
in, comparison with New York diffei^ 

ences, 1906 126-129 

increase In, fall of 1906 117,118 

proposed basis fot New York differ- 
ences 345-348 

proposed paid agents for ascertaining. 347,348 
submitted to New York revision com- 
mittee, 1906 214 

alleged inaccuracy In quotations 128, 

129,217-220,222-236 

alleged lowering of standards 219. 220 

September and November, 1907 166-108 

spot prices at New York, improper quota- 
tion of, by 244,245 

spot prices of cotton, carelessness In estab- 
lishing quotations S2 

spot prices of middling cotton, fall of 1906. 123 
See also New Orleans Cotton Exchange. 

Speculators, function performed by 54-55 

margin lietwcen spot and contract prices. 

importance of normal, to 109-111 

New York revision of November, 1906. 

losses due to 145-147 

Spinners, hedges, use by 51-53 

call contracts of, description of 106, 107 

parity between spot and contract prices. 

importance to 106,107 

ordinarily do not receive supplies of cotton 

on future contracts 48 

Spinning value of cotton, relation to grade 

differences 351,352 

Spot-cotton business, contract differences, 

allegi^ advantages of fixed 266-276 
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spot-cotton biuinesa, fixed dlflorcnoos, 

alleged use in 283, 284 

New York Cotton Exchange 247-261, 

250,260,358,350 
Spot-cotton merchants, contract price at 
New York, alleged artificial depression 

by 261-263 

errors in differences, profits from 260-261 

New York Cotton Exchange, alleged clique 

of 238-240 

Sec also Cotton merchants; Hedging 
transactions. 
Spot prices of cotton, dlfflculty of establish- 
ing quotations accurately 312 

method of quoting in various southern 

markets '. 04-08 

New Orleans Cotton Exchange, method of 

quotation 70-81, 84, 85 

methods of quoting, working of 307, 

310-322,331,332 

proposed changes in 331-335 

manipulation to affect contract differ- 
ences, alleged 280-302 

alleged misquotation 204 

specific instances of misquotation dis- 
cussed 205-312 

alleged carelessness in quoting 317-322 

possibility of prompt correction of 

errors 328,320 

safeguards against misquotation 330, 331 

need of greater care in quoting 331-335 

New York Cotton Exchange, artificial 

character of quotations 242, 243, 246 

middling only quoted 243 

periodic-difference system, alleged tend- 
ency to raise 276-278 

discussion of tendency 278-280 

southern markets, carelessness in estab- 
lishing quotations 322 

alleged inaccuracy of quotations in, 

1006 128,120,217-226 

method of establishing quotations in. . . 03-07 
See also Commercial differences; Spot 
price of middling cotton. 
Spot price of middling cotton, means of 
highest and lowest prices, trustwor- 
thiness of 153, 154, 180-183 

New Orleans, 1880-1908 172-175 

changes in, 1000-1008 189-102 

first day each month, 1800-1900 18(>-I88 

monthly averages, 1000-1907 181 

weekly, 1905-1908 130-132 

faUof 1006 123 

Now York, 1880-1908 150-153 

alleged artificial character 246, 247 

November. 1906 122-124 

weekly, lOas 1908 125,126 

southern markets, fall of 1906 123 

Spot^uotation committee, New Orleans, 

carelessness of, alleged 317-322 

constitution of, safeguards provided by . 330 
organization and duties 79-81 
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Spot-quotation committee. New Orleans, 

need of greater care 331,335 

Stained cotton, described 64 

difficulties regarding arbitration of 823-328 

fixed differences, impracticabUity of 325-328 

Standards. See Grades of cotton. 

Staple length, allowances for Liverpool 03 

difficulties due to 313 

disturbance in margin due to 136 

New O rleans 83^84 

New York 76 

Stock of cotton at New York, commercial- 
difference system, effect of return to. 358, 350 
contract price, alleged use for deprrssing. 261-286 
maintenance considered in revision of No- 
vember, 1906 221,222 

alleged overvaluation of grades to at- 
tract....: 251-253 

limited effect of such overvaluation. . 253,254 

disadvantage of transportation 24(K251 

possibility of increasing 250 

surplus character 256-258 

aggravated by arbitrary differences .... 254, 

258,250 
Surplus grades tendered on future con- 
tracts 

Tenders of cotton on contract, inoroaso at 

New York 

New Orleans and Liverpool, statistics of. . 264 

Tinged cotton, described 64 

difficulties regarding arbitration of 323-328 

difficulties regarding classification of 325 

fixed differences, impracUcaliility of 325-328 

Transportation, New York, disadvantage 

regarding 240-251,266,258 

Types. See Grades of cotton. 

Tiolett, At wood, communication to New 
York revision committee, November, 

1906 210-213 

quoted 168 

statistics of differences furnished revision 

committee by 165, 167 

tinged and stained cotton, communica- 
tion regarding differences on 326-328 

Vicksbu^ Cotton Exchange, communica- 
tion to New York revision committee. 

November, 1906 200 

Noveml)er, 1907 167-168 

method of quoting cotton prices 96 

\¥illingham, C. B., report to Now York re- 
vision conunittre, November, 1906 200 

Woolfenden, Uobt., & Co., communication 
submitted to New York revision com- 
mittee, November, 1906 207 

VaKoo City Cotton Exchange, communica- 
tion to New York revision conmiittee, 
November, 1906 201 
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